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STOCKPILE AND ACCESSIBILITY OF STRATEGIC AND 
CRITICAL MATERIALS TO THE UNITED STATES IN 
TIME OF WAR 


FRIDAY, OCTOBER 23, 1953 


Untrrep StratTes SENATE, 
SuBCOMMITTEE ON MineRALS, MATERIALS, AND 
Furt Economics, oF THE COMMITTEE ON 
INTERIOR AND INsuLAR AFFAIRS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:30 a. m., in the 
committee room, 224 Senate Office Building, Washington, D. C., Sena- 
tor George W. Malone, Nevada, chairman of the subcommittee, 
presiding. 

Present: Senator George W. Malone, Nevada (chairman of the 
subcommittee) . 

Present also: Jerome S. Adlerman, counsel to the subcommittee; 
George B. Holderer, subcommittee engineer. 

Senator Matonr. The subcommittee will be in order. 


STATEMENT OF DR. JOHN LEE COULTER, CONSULTING ECONOMIST, 
WASHINGTON, D. C. 


Senator Matonr. I am delighted and I am sure I am speaking for 
the full committee to have Dr. John Lee Coulter here today to present 
to the subcommittee information on international trade relations 
which will include not only the duties, imposts, and excises commonly 
known as the tariff or import structure of this Nation, but of the for- 
eign nations with which we trade; also, information on money ex- 
changes and their actual and potential manipulation for trade advan- 
tage. Itis one of the most important fields to this Nation ; because any 
polie y directed by the Congress or when it is the prerogative of the 
Executive directly affects the welfare of the domestic producers in all 
fields, practically all fields. 

Nineteen hundred and thirty-four, I would say, was a rather eventful 
year, Dr, Coulter, in the judgment of some of us in that there have 
been’ designed in the last few years a political approach to arm this 
Nation, if not destroy it, and an economic approach to do the same 
thing. Many believe that both were initiated in 1934. 

The first political approach was through the recognition of Com- 
munist Russia with no safeguard whatsoever and the second through 
the initiation of the 1934 trade agreements program passed by Con- 
gress, named and commonly referred to as the Reciprocal Trade Act. 

Through that act the Congress of the United States transferred 
bodily to the Executive a constitutional responsibility of Congress to 
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adjust the duties, imposts and excises and to regulate the foreign 
commerce. 

Since that time many things have happened, what is known as the 
Annec y Conference, the Geneva Conference, the Torquay Conference 
in Torquay, England. Numerous conferences have been held in Wash- 
ington and a conference in Mexico C ity in August of last year, all 
dealing with foreign trade and our relations in that regard, and in that 
field, w vith other nations, and the United States re presented exclusively 
by the State Department and other departments they may call in for 
consultation, but all from the executive. In all these agreements there 
is no provision for reference to the Congress to approve or disapprove, 
but which they are pleased to call trade agreements. They are not 
actually trade agreements, they are agreements to lower tar iffs. 

Now, Dr. Coulter, I believe you are familiar with the objectives of 
the committee. In the Ist session of the 82d Congress, the Senate 
passed a resolution, No. 143, directing the Interior and Insular Affairs 
Committee to determine the availability of the critical materials to 
the United States in time of war and for the expansion of the economy 
of this Nation and for its security. That responsibility has been 

assed on to the subcommittee, known as the Minerals, Materials, and 
Fuels Economic Subcommittee of the Interior and Insular Affairs 
Committee. 

We have held certain executive hearings. This week marked the 
opening of the public hearings and we have been working very closely 
with the Bureau of Mines because many of these commonly known as 
strategic and critical minerals and fuels are under the supervision, as 
far as the Government is concerned, of that Bureau under the Depart 
ment of the Interior. 

Dr. Coulter, speaking especially for the chairman of the subcom- 
mittee, I am sure for the full committee, I have great confidence in 
your ability and background of knowledge and experience in this field. 
We have set aside this special time, all the time necessary, for you to 
give the committee the benefit of that knowledge and experience. If 
you would identify yourself for the purpose of the record, Dr. Coulter, 
you may proceed in your own way. 

Dr. Counter. My name is John Lee Coulter. I have offices in the 
Investment Building. I have had offices there for the last 15 years or 
longer as a consulting economist and statistician and student of inter- 
national trade, commerce, tariffs, exchange, and related programs of 
this country and other parts of the world. 

During the last 15 years or longer I have not had employment in the 
national administration. So that. my work has been entirely independ- 
ent as a consultant with independent clients and my studies have been 
in large measure of a confidential nature, especially in behalf of clients 
that I may have had. I have only had brief oral conversations with 
the chairman of the subcommittee and have not, as a result, had either 
time or opportunity to prepare what might be called a brief or a com- 
prehensive analysis of all of the various proble ms which I think should 
have serious consideration by this committee. 

Senator Matone. Dr. Coulter, you were a member of the Tariff 
Commission at one time, were you not? 

Dr. Couurer. Some 25 years ago I gave up the presidency of one 
of our State educational institutions, land-grant colleges, to come to 
Washington and first was chief economist. which, as I say, was 25 
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years ago, in the Tariff Commission, statistician and Chairman of 
their Board of Economists, and then for several years a member of 
the Tariff Commission. 

When the amendment to the Tariff Act of 1930 was passed on 
June 12, 1934, I found myself as a member of the Tariff Commission, 
you might say, put into a pigeonhole as an undermessenger boy or 
clerk for the State Department and the President who were apparently 
given authority under what was called the Trade Agreements Act to 
proceed to revise the whole tariff structure without giving considera- 
tion to all of the factors which obviously should be given attention if 
we were thinking in terms of the general welfare and national security, 
sound economic policies, and so forth. 

Senator Matonr. That, then, in your judgment, that 1934 Trade 
Agreements Act, did mark the abdication of the constitutional respon- 
sibility of Congress to fix the duties, imposts, and excises and to regu- 
late the foreign commerce or foreign trade in that particular category 
and transfer that responsibility to the Executive ¢ 

Dr. Couurer. Yes. It left the Tariff Act of 1930 technically the 
law of the land, as it still is, but it was an amendment which took the 
heart of it and transferred the function of Congress to an executive 
bureaucracy and Chief of State with power to proceed to revise the 
whole tariff structure. 

Senator Matonr. But up to that moment—of course, it still is in the 
judgment of some of us—it was the constitutional responsibility of 
Congress to regulate foreign trade? 

Dr. Couurer. I feel that the starting point, from my point of view, 
as to what this committee may accomplish and what may be accom- 
plished in general, has to start back with article I of the Constitution. 
After all is said and done unless, we have a Constitution and its inter- 
pretations, unless we can follow it, we are literally sunk. 

The Constitutional Convention and the Constitution provided 
article I, and article I was that there shall be a Congress, the House, 
the Senate, and soon. After telling how they would be organized and 
how they would represent the people and so forth, in article I, section 8, 
It says: 


The Congress— 


it does not say the State De ‘partment or the Defense Department or 
the Treasury or the President, but it says “the Congress”— 

shall have power to lay and collect taxes, duties, imposts, and excises * * * to 
pay the debts and provide for the common defense and general welfare of the 
United States * * *, 

Without reading it all, it says that Congress shall regulate com- 
merce with foreign satin. 

Then it says Congress shall coin money, regulate the value thereof 
and of foreign coin. That is to say, when the Constitution was being 
written it was recognized in Florida they had pesos and other cur- 
rencies and further along shillings, pounds, and pence on up to New 
York, Dutch guilders, up near the St. Lawrence River they had franes 
of the French, and so on. We had a mass of different currencies but 
no American currency. We could not have an American govern- 
ment without American currency and power to regulate the affairs. 

Senator Martone. Could that be the trouble with the nations of 
Europe at the present time, about half the area of the United States 
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and about twice as many people, but they do have all kinds of cur- 
rencies and no agreed-upon method of exchange? 

Mr. Couurer. We have about 15 different national unities and 15 
different languages, and 15 different customs, ways, and manners, 
and systems of government so contrary to ours. When we pass anti- 
trust laws, they pass cartel authorizations. 

Their currencies are just as confused, although there is a major 
currency among them which is the pound ster ling, | but there are others. 
And, as you say, whereas we have 150 million or 160 million people, 
west of the Iron Curtain they have 300 million, or double our popu- 
lation, and they lack the resources and foodstuffs. They must go out 
to the world and solve their problem in a different manner. 

The Constitution proceeds, after providing for the regulation of 
commerce with foreign nations and the coinage of money and regu- 
lation of the value thereof and the foreign coins—that is, the relation- 
ship of the dollar to all of these others—to provide that “Congress 
shall promote the progress of science and useful arts,” and so on down 
through until we come to this provision which says that the Congress 
shall “make all laws which shall be necessary and proper for the car- 
rying into execution the foregoing powers, and all other powers vested 
by this Constitution in the Government of the United States or in 
any department or office thereof.” 

There are only 1 or 2 minor restrictions. In section 9 it says that 
no tax or duty shall be laid on articles exported from any State. 

Senator Martone. To another State. 

Dr. Couurer. Or to a foreign country, the idea being that there 
was a little fear there that a central government here might levy an 
export tax on cotton, tobacco, or wheat, and pay the whole cost of 
operating the Government out of a few special commodities. There- 
fore, they restrict it by saying, “No tax or duty shall be laid on arti- 
cles exported from any State.” 

Senator Martone. Right at that point, is that not exactly what 
many of the foreign nations do? 

Dr. Couvrer. Many of the foreign nations not only have export 
duties but have also export subsidies. If they do not have that, they 
may create cartels and authorize those cartels, which are private in- 
stitutions, the right to parcel out the markets of the world and parcel 
out the prices and determine what they shall do. If they want to come 
into this country with a given commodity, a cartel may decide among 
themselves, “We will supply the United States with this commodity 
for a day or a year or 2 or 3 years until we have put out of business 
anybody over there. at a loss, ch: arge it up to the rest of our business 
all over the world,” and then having put them out of business and 
preventing them from establishing a business, then the cartel or the 
government, or the group of governments over there may proceed to 
raise their prices, and clamp on their controls, and proceed in such 
a manner as to control] the world situation. 

There you have the basis of the Constitution; it is in article I, and 
it is the Congress, and the phraseology should be marked with very 
great care, because it is our guide, even preceding and perhaps in 
many ways more important the an, the provision in the yo-called Ran- 
dall Commission, which says that the Commission which is set up 
and now functioning, makes the following statement : 
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The Commission is directed to examine, study, and report on the subjects of 
international trade and its enlargement— 


now listen— 
consistent with a sound domestic economy, 


They are not supposed to have made up their minds on a scheme 
and then write it out but they are— 
to examine, study, and report on the subjects of international trade and its en- 
largement consistent with a sound domestic economy, our foreign economic policy, 
and the trade aspect of our national security and total foreign policy, and to 
recommend appropriate policies, measures, and practices. 

Now that, then, is the broad function of the Commission. 

Senator Matong. Do you have extra copies of your statement? — 

Dr. Coutrer. These are pretty rough notes but I will be glad to give 
a copy of this for the record, if you wish, for examination and if parts 
of it are found to be appropriate, I will be glad to enlarge upon them 
or write them more carefully. As you know, I have been out of the 
city and have just gotten back, and this was hastily dictated. 


EXTENSION OF 1934 TRADE AGREEMENTS ACT 


I wanted to get the sequence there to show that that Commission, 
which is a part of the extension of the Trade Agreements Act for an- 
other year, is the general commitment of Congress. But the Senate 
went a step further in creating certain authority of the Banking and 
Currency Committee to study the International Bank, the Export-Im- 
port Bank, and so forth, and this subcommittee of this committee to 
delve into the more specific problems which are marked out here. 

Now, in subsection (b) of the general act, it more specifically out- 
lined several definite subjects which are to be reported upon without 
limiting the general scope of the direction of the Commission con- 
tained in subsection 8. In other words, I have read just the commit- 
ments of the Congress and the Government that this is the opportunity 
to really examine this whole question of international trade and com- 
merce for an exchange of currencies, their values and related subjects, 
and to recommend appropriate policies, measures and practices, and 
without limiting the general scope to a specific point. 

Now, at that point I would like to merely nals note of the fact that 
it is pointed out with great enthusiasm by those who are organizing 
and planning the report for the general Commission that we are com- 
mitted to “an increasing volume of trade as the basic thing.” That 
is absolutely contrary, there is no such dictate to Congress, and Con- 
gress anyhow could ignore any such commitment because the com- 
mitment of Congress is broader, and the Constitution is specifically 
broader and the duties of this committee are such that if it fails in its 
function, it is its own fault, and Congress will be a fault. 

Senator Matone. This is the Randall Commission ? 

Dr. Coutrer. I am speaking of the Randall Commission, and in- 
cidentally, the provisions of your resolution which give specific in- 
structions to deal with the subjects of international trade and its en- 
largement consistent with a sound domestic economy. It is not a com- 
mitment to find some way to merely increase trade. 

Now, if increasing trade is the fundamental thing, then we would 
want to examine that and see if we find that is the way to promote 
peace or security or raise living standards over the world or protect 
our own economy. But, as a matter of fact, that committee would 
itself fall of its own weight. 
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I want to give you just one figure there which I have incorporated 
in these 10 pages or so to illustrate = thought. 

At the outbreak of World War 15 years ago, the total dollar 
value of exports of all the aaa of the world—there were 109 
so-called countries—in terms of gold at that time, in 1937, 1938, was 
under $15 billion. That was the total of all exports of all countries 
to all countries in the word, to each cther, $15 billion. These last 

2 years the dollar value- -true, in inflated dollars, in devalued dollars, 
in manipulated dollars, and in types of exchange—of our exports alone 
in the Unived States, has exceeded $15 billion, or more than the total 
exports of all the countries of the world to all other countries at the 
outbreak when Germany moved into Austria and Czechoslovakia. 

So that in this short period the exports of the United States have 
been increased to the point where they are now equal in dollars—not 
the same kind of dollars but in dollars equal to all the exports of the 
world 15 years ago. 

Now, what are the e xports of all the countries of the world today ? 
They have gone up from $15 billion, during the last 2 years to $75 
billion. But again those are not dollars in the sense that we would 
like to think of as a sound dollar or sound economy. Fives times 
the volume of exports. But what does that mean? It means in- 
flations, devaluations, currency manipulations, exchange controls, and 
every manner of device. 

We resorted to what we call Trade Agreements in which we said 
we will reduce our tariffs, although the law providing for trade agree- 
ments said we may increase or decrease any item not to exceed 50 per- 
cent. Out of about 5,000 items in the Tariff Act, not one single one 
has been raised either 50 percent or any percent, and out of nearly 
5,000 items 90 percent have been reduced, and the average reduction 
of all of them has been a total of 68 percent instead of a total of 
50 percent. 

Now, this talk about increasing trade is a fake, it is a hoax. It is 
a deliberate misrepresentation when you try to compare dollars with 
dollars when those two dollars are two different things in a period 
of 15 years. 

I want to repeat that one thought there, that, whereas world exports 
in gold dollars in 1937, 1938, were about $15 billion, the United States 
exports in current dollars are about $15 billion or equal to what the 
exports of the world were in dollars at that time. But the total world 
trade is now claimed to be $75 billion or $76 billion. But it is a mon- 
grel combination of currencies. 

I would like at this point to divert to just one minor thought, and 
that is this, that this $15 billion of our exports is not only a manipu- 
antes figure in that it is in devalued or deflated dollars, but about 

5 billion of it consists of what I think should be called milit: ary 
ot are and chemicals which are listed as exports under the heading 
of foreign aid, and so forth. 

In other words, in the history of this country, from the adoption of 
the first Constitution to the present time, to the last few years, our 
national defense has been kept and the national security and general 
welfare have been kept separate and distinct, and if the Navy, for 
instance, had an outpost or the Marines had an outpost and munitions 
were ship yped out to that outpost, that was never considered an e snes? 
and should not be and cannot honestly be called an export. And yet, 
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by setting up a supplementary agency outside of the Defense Depart- 
ment and allocating to it billions of dollars for shipping military 
hardware—lI do not care whether you call them airplanes, submarines, 
tanks, boats, chemicals or what, powder, ammunition, and so on—allo- 
cating to them billions of dollars and then including that as an export 
is the only way that they have built up what now is in fiction called 
a dollar gap. 

In other words, the exports are ballooned up to make them app 
big. Having done so, then it necessarily seems to follow that you must 
have a return trade. Therefore you must have imports, and in order 
to get imports to balance that, what are you going to do? Reduce 
tariffs 50 percent? Conserve and put in cold storage permanent re- 
serves until no use can be found for them, many of our resources at 
home, and buy your supplies from other parts of the world just 
through the device of reducing tariffs, encouraging imports, building 
stoc kpiles, and closing down our own industries, and otherwise throw- 
ing our own people out of employment ? 

Now, that needs a little more thoughtful analysis. The reason I 
bring it in here is because, to my very great delight personally, the 
first column on the first page of the Star ‘of tod: ay says that the Presi- 
dent has decided to include all security and national defense items in 
the defense budget from now forward after this year’s appropriations 
are passed, and so forth. And since the Defense map cae will 
certainly not publish to the Russians and everybody else every time 
we send an airplane or a submarine or boat or tank or truck or any- 
thing else to another country, in other words, shipments within the 
Defense Department from one military post to another or for one 
purpose or another, obviously there shall be absolute secrecy. All of 
these military hardware items and chemical items will apparently be 
dropped, have to be dropped from our commerce reports of exports 
and that will apparently reduce our legitimate commercial exports by 
$5 billion. The result of that will be that our imports at the present 
time, running as they are, will exceed our exports and instead of a 
dollar gap there will be a deficit in the other direction. 

Senator Martone. Doctor, following your outline of the Constitution 
of the United States in the matter of regulation of foreign trade and 
the fixing of duties, imposts, and excises, I would like to insert in the 
record as part of your testimony the 1 1934 Tariff Agreements Act. It 
is an act to amend the Tariff Act of 1930. It was Public Law No. 316, 
73d Congress, H. R. 8687. We will “ust make it a part of your 
testimony. 

(The document referred to is as follows :) 


TRADE AGREEMENT Act oF 1934 
AN ACT To amend the Tariff Act of 1930 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Tariff Act of 1930 is amended by 
adding at the end of title III the following: 


“Part II[I—PROMOTION oF FOREIGN TRADE 


“Sec. 350, (a) For the purpose of expanding foreign markets for the products 
of the United States (as a means of assisting i in the present emergency in restor- 
ing the American standard of living, in overcoming domestic unemployment and 
the present economic depression, in increasing the purchasing power of the 
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American public, and in establishing and maintaining a better relationship 
among various branches of American agriculture, industry, mining, and com 
merce) by regulating the admission of foreign goods into the United States in 
accordance with the characteristics and needs of various branches of American 
production so that foreign markets will be made available to those branches of 
American production which require and are capable of developing such outlets 
by affording corresponding market opportunities for foreign products in the 
United States, the President, whenever he finds as a fact that any existing 
duties or other import restrictions of the United States or any foreign country 
are unduly burdening and restricting the foreign trade of the United States and 
that the purpose above declared will be promoted by the means hereinafter 
specified, is authorized from time to time— 

“(1) To enter into foreign trade agreements with foreign governments or 
instrumentalities thereof; and 

“(2) To proclaim such modifications of existing duties and other import re- 
strictions, or such additional import restrictions, or such continuance, and for 
such minimum periods, of existing customs or excise treatment of any article 
covered by foreign trade agreements, as are required or appropriate to carry out 
any foreign trade agreement that the President has entered into hereunder. No 
proclmation shall be made increasing or decreasing by more than 50 per centum 
any existing rate of duty or transferring any article between the dutiable and 
free lists. The proclaimed duties and other import restrictions shall apply to 
articles the growth, produce, or manufacture of all foreign countries, whether 
imported directly, or indirectly: Provided, That the President may suspend the 
application to articles the growth, produce, or manufacture of any country 
because of its discriminatory treatment of American commerce or because of 
other acts or policies which in his opinion tend to defeat the purposes set forth 
in this section; and the proclaimed duties and other import restrictions shall 
be in effect from and after such time as is specified in the proclamation. The 
President may at any time terminate any such proclamation in whole or in part. 

“(b) Nothing in this section shall be construed to prevent the application, with 
respect to rates of duty established under this section pursuant to agreements 
with countries other than Cuba, of the provisions of the treaty of commercial 
reciprocity concluded between the United States and the Republic of Cuba on 
December 11, 1902, or to preclude giving effect to an exclusive agreement with 
Cuba concluded under this section, modifying the existing preferential customs 
treatment of any article the growth, produce, or manufacture of Cuba: Provided, 
That the duties payable on such an article shall in no case be increased or 
decreased by more than 50 per centum of the duties now payable thereon. 

“(c) As used in this section, the term ‘duties and other import restrictions’ 
includes (1) rate and form of import duties and classification of articles, and 
(2) limitations, prohibitions, charges, and exactions other than duties, imposed 
on importation or imposed for the regulation of imports.” 

Sec. 2. (a) Subparagraph (d) of paragraph 369, the last sentence of paragraph 
1402, and the provisos to paragraphs 371, 401, 1650, 1687, and 1803 (1) of the 
Tariff Act of 1930 are repealed. The provisions of sections 336 and 516 (b) of 
the Tariff Act of 1930 shall not apply to any article with respect to the importa- 
tion of which into the United States a foreign trade agreement has been concluded 
pursuant to this Act, or to any provision of any such agreement. The third 
paragraph of section 311 of the Tariff Act of 1930 shall apply to any agreement 
concluded pursuant to this Act to the extent only that such agreement assures 
to the United States a rate of duty on wheat flour produced in the United States 
which is preferential in respect to the lowest rate of duty imposed by the country 
with which such agreement has been concluded on like flour produced in any 
other country; and upon the withdrawal of wheat flour from bonded manufac- 
turing warehouses for exportation to the country with which such agreement has 
been concluded, there shall be levied, collected, and paid on the imported wheat 
used a duty equal to the amount of such assured preference. 

(b) Every foreign trade agreement concluded pursuant to this Act shall be 
subject to termination, upon due notice to the foreign government concerned, 
at the end of not more than three years from the date on which the agreement 
comes into force, and, if not then terminated, shall be subject to termination 
thereafter upon not more than six months’ notice. 

(c) «The authority of the President to enter into foreign trade agreements 
under section 1 of this Act shall terminate on the expiration of three years from 
the date of the enactment of this Act. 
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Sec. 3. Nothing in this Act shall be construed to give any authority to cancel or 
reduce, in any manner, any of the indebtedness of any foreign country to the 
United States. 

Sec. 4. Before any foreign trade agreement is concluded with any foreign gov- 
ernment or instrumentality thereof under the provisions of this Act, reasonable 
public notice of the intention to negotiate an agreement with such government 
or instrumentality shall be given in order that any interested person may have 
an opportunity to present his views to the President, or to such agency as the 
President may designate, under such rules and regulations as the President 
may prescribe; and before concluding such agreement the President shall seek 
information and advice with respect thereto from the United States Tariff 
Commission, the Departments of State, Agriculture, and Commerce and from such 
other sources as he may deem appropriate. 

Approved June 12, 1934, 9:15 p. m 

Dr. Couurer. At the same point, if you would, I think it would be 
very useful to insert the title of the Tariff Act of 1930 which this 
amends, because the title of the Tariff Act of 1930, which is the law 
of the land and under which we are still operating with this amendment 
tacked on—— 

Senator Martone. But it is really inoperative as long as the amend- 
ment is there. 

Dr. Couurer. But the title of the act on the statute books passed by 
Congress, the last complete Tariff Act, reads as follows: 

An act to provide revenue, to regulate commerce with foreign countries, to 
encourage the industries of the United States, to protect American labor. and for 
other purposes. 

In other words, the amendment cancels the title to the act which 
it is inserted to amend. 

Senator Matonr. Is there any reference in this act, actually in the 
amendment, to reciprocal trade ? 

Dr. Couurer. No, the word “reciprocal trade” is a misnomer to 
start with. 

Senator Matone. It does not occur in the act? 

Dr. Coutrer. It does not occur in the act and could not occur under 
our system of tariffs because we have had a one-column tariff over the 
last 175 years. 

I have here a list of every item in that tariff, some four or five 
thousand times, and every item in here is generalized to all the world. 

We don’t have two different tariffs, one for one country and one for 
another except in a minor case for Cuba, for one or two commodities. 

Senator Matone. Where a special act was passed ? 

Dr. Coutrer. Where a special act. was passed and special treaty 
entered into. 

Senator Matone. But Congress passed those acts ? 

Dr. Couurer. Yes. 

Senator Martone. They were not delegated to the State Department 
or any pert of the executive department ¢ ¢ 

Dr. Coutrer. They were not executive agreements, but the act with 
Cuba took the form of legislation by Congress and a treaty approved 
by Cuba. 

Senator Martone. As a matter of fact, up until the time of the 
passage of the 1934 Trade Agreements Act, had there ever been any 
delegation of such powers that did not have to return for congressional 
approval except through its own agent like the Tariff Commission? 

Dr. Counter. That is true. Even the T ariff Commission could 
only find the accuracy of the rate of duty by comparing production 
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in this with foreign competing countries and having found that the 
rate of duty in the act was a little too high or too low could recom- 
mend that the rate be adjusted within certain limits. 

So that even the Tariff Commission was an agency of Congress 
to define a little more accurately whether the rate was what they in- 
tended and that was specifically challenged when a certain tariff rate 
was about to be modified and taken to the courts which you can’t do 
now, went through the customs court, Court of Customs and Patent 
Appeals on to the Federal district court, court of appeals, and 
finally the Supreme Court, and the Supreme Court ruled that the 
Tariff Commission carrying out an act of Congress, checking with 
criteria specified and checking the correctness of the specific detailed 
rate and they have used all of the criteria specified by Congress and 
they are in that sense an arm of Congress functioning for them. That 
is a Supreme Court decision. 

Senator Martone. In other words, Doctor, if I understand your 
testimony, they are an agent of Congress carrying out their duties 
in accordance with the principle laid down by Congress ? 

Dr. Courter. That is right. 

Senator Matone. Just like, for example, the Interstate Commerce 
Commission created as an agent by Congress and fixing trade rates 
on a principle laid down by Congress of a reasonable rate of return 
on the investment. 

Dr. Couurer. And if there is a question, it is challenged, the rate 
may be reviewed in the courts, and if they have followed the criteria 
set down by Congress then that is the rate. 

If they have failed to follow the criteria of Congress or have done 
something out of line with that, then the rate can be reviewed. 

Now, technically, the Trade Agreements Act which was extended 
for 1 year, which is until next June 12, will automatically die at that 
time unless it is renewed or revised or changed by Congress, and these 
resolutions under which the Randall Commission and your commit- 
tee and the Banking and Currency Committee are functioning now 
are charged with the duty of making recommendations and findings 
and they are not charged with the duty of finding a way to distort 
the record of imports and exports or to increase trade on the theory 
that that might improve the peace of the world or the security of this 
country or improve domestic economy. 


CONSTITUTIONALITY OF THE TRADE AGREEMENTS ACT OF 1934 

Senator Martone. Dr. Coulter, do you agree with many critics of the 
1934 Trade Agreements Act that it did, as a matter of fact, in effect 
change the Constitution of the United States without due course in 
accordance with the Constitution ? 

Dr. Covurer. It absolutely ignored the provisions of the Constitu- 
tion and proceeded de nova by enlarging the thing called Executive 
agreements, which the President did not have to submit to the Senate 
as a treaty and entered into these agreements, first, with some indi- 
vidual countries, contrary to the provisions of section 8 or article I, 
but, further than that, the President calling these Executive agree- 
ments, they were held not to be reviewable in the courts. 

Senator Martone. Then, Dr. Coulter, as a matter of fact, did the 
executive branch of the Government ever have anything to do with 
regulating the duties, imposts, or excises or regulating foreign com- 
merce as it specifies in the Constitution until the passage of this act? 
Dr. Covuurer. That is true. 
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Senator Martone. In 1934? 

Dr. Coutrer. Yes. That never was within the functions of the 
Executive and the only place it has ever been reviewed in detail by 
the courts was the case where the right of the Tariff Commission to 
recommend a slight change in the rate was challenged and then the 
Supreme Court upheld the Tariff Commission as an arm of the 
Congress. 

Senator Matone. But this was prior to 1934? 

Dr. Coutrrr. That is true. Since that time every effort to secure 
review has been somehow or other avoided. This thing called an 
executive agreement and the power to take on this function assigned 
specifically to Congress has never been reviewed by the courts. It 
has no status, no legal status in my judgment in this country under 
our Constitution and acts of Congress. 

Senator Matonr. Now, Dr. Coulter, and I do not want to interrupt 
your trend of thought in this statement, did not this 1934 Trade 
Agreements Act then inject another theory or criteria in the fixing 
of such duties, imposts, and excises? 

In other words, you read the preface or introductory paragraph to 
the 1930 Tariff Act, and as a matter of fact, all tariff acts prior to that 
had some such paragraphs. 

Did not all of this introductory criteria or a new position on the 
fixing of duties, imposts, and excises in that other considerations, the 
welfare of foreign nations, the deliberate increase of imports into this 
country, could be considered by the State Department representing 
the Executive, whereas no such consideration had ever been included 
before ? 

Dr. Counter. That is true. 

Senator Martone. Would you explain in more detail how that 
operates ? 

Dr. Couttrrr. The title of the Tariff Act of 1930 as for all tariff 
acts for 175 years have always started out that the first function was 
to produce revenue and the second function to regulate commerce 
with foreign countries. 

Now, there were the two paragraphs in section 8 of the Constitu- 
tion. Then it went on to encourage the industries of the United 
States which would be fitting into the promotion of the sciences and 
arts and so on and the general welfare and national defense. 

Then the Tariff Act of 1930 went on, the title, to protect American 
labor; in other words, the functions have been merely ignored. 

Senator Martone. And perverted ? 

Dr. Coutrer. And perverted, and what we have now during this 
period has been a long, drawn-out process of abolishing the Tariff 
Act of 1930 without repealing it, by doing what? You take all of 
the tariff rates in the act of 1930 and compare those rates at that time 
with the present time and the rates on the average have been reduced 
68 percent instead of 50, which was the maximum, because one of the 
revisions authorized the President and the State Department to begin 
any new reductions with the rate on that date and if a rate had alre: ady 
been reduced in the first few years of the Trade Agreements Act and 
they started in over again, the -y could reduce it another 50 percent so 
that the total reductions have resulted in a 68 percent reduction in 
the average rate of duty on all imported items. 
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Senator Matone. If reduced 50 percent on two different occasions, 
it would actually result in a 75-percent reduction, but the average has 
been 68 percent ¢ 

Dr. Couurer. Sixty-eight percent. I recently prepared a mono- 
graph on that subject for the American Tariff League. I mention it 
by name because of the fact that they have publishe vl it over my name 
and, therefore, it is no secret as to who prepared it and as to the 
authentic ity of it. 

In doing that I was able to secure the dollar value, reduced to dollars 
from all of the foreign currencies, the value of imports into 40 foreign 
countries at the 2 periods, the same 2 periods—the period of 1934, 
1935, 1936, and 1937, and the pe riod last year, 

I not only got their imports- of course, in their currencies first 
and then through conversion by changing into our currency—but 
through 40 countries I was able to get the amount of duties collected 
by those same 40 countries. 

So I have the average of the rate of duty at the beginning of the 
period and their average rates of duty the last year and on the average, 
this so-called reciprocal thing, where we were supposed to make equiva- 
lent concessions and get some concessions from them, actually, the aver- 
age reduction for these 40 countries on all of their imports was only 
32 percent compared with our 68. 

So that they did not even make a good bargain, if bargaining was 
what they thought they were mi aking. They were deliberate ‘ly short- 
selling America by giving the other countries lower rates than the 

other countries were giving us. 


MOST-FAVORED-NATION CLAUSI 


Senator Matone. As a matter of fact, Dr. Coulter, isn’t there a 
phrase that has become customarily referred to as the most-favored 
nation clause that makes any agreement you make with any one nation 
available to all other nations members of GATT, General Agreement 
of Tariffs and Trade? 

Dr. Coutrer. As a matter of fact, we only have 1 rate of duty on 

5,000 items. That has been true since the first act of the First Con- 
gress, passed by the first session of the first Senate. In other words, 
the day after the First Congress was established and the roll was 
called, the first P residing Officer said, “Our first duty is to raise some 
revenue,” and after a brief discussion the xy decided that the best way 
to provide revenue for the new Government was a customs duty on 
Imports, 

They imposed that duty on literally everything imported. The 
rates were low relatively. 

The first paragraph was to provide revenue. That for the first 
few years was practically the exclusive function of the tariff—to pro- 
vide the revenue. 

In fact, during the first 25 years, customs duties provided over 90 
percent of all the revenue of the National Government. 

And may I add there just as a casual aside—of the other 5 or 6 or 7 
percent of revenue from the National Government, a substantial 
amount was provided by surplus in the Treasury due to profitable 
operations of the Post Office De »partment. 

So that it was a self-supporting agency of the Government. Land 
was so plentiful that they could not get any money from selling land. 
They had a few stamp taxes, but ninety-odd percent for the first 25 
years was in the form of customs duties. 
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Senator MALONE. gee. Dr. Coulter, isn’t there another way or 
another method or at least a hi appening that has had the same effect 
on fixed duties or tar iff that is to say, a number of cents or dollars 
per unit—and that. is customarily known as inflation ? 

In other words, if there is, say, a 5-cent-a-pound, or 1-cent-a-pound 
fixed duty, not an ad valorem or percentage, then when the money be- 
came worth less the article cost more, we will say. Did not that have 
the same effect, actual practical effect, of lowering the tariffs? 

In other words, a much less percentage is collected after the infla- 
tion period than in the beginning. In other words, there were two 
agreements on many of the imports, each 50 percent lowering of 
existing duty and added to the actual lowering brought about by the 
inflation almost destroyed any matter of protection, any idea of pro- 
tec ting labor at all in this country. 

Dr. Counter. Yes. Whenever a rate of duty being specified in the 
act found itself in a new position with the value of the imported com- 
modity exchange, then the rate of duty automatically went up or 
down, depending upon the inflationary characteristic of the market. 

That has been particularly notable in the period of the last 15 years 
during which we have devaluated our gold and inflated currencies and 
manipulated exchange and all sorts of things. 

Senator Manonr. Then as another effect, as the price of goods went 
tip in accordance with the inflation, did it have a tendency of pric- 
ing us out of foreign markets? 

Dr. Couurer. In mi iny cases, in very many cases, actually foreign 
governments could, you might say, write our tariffs for us because they 
could manipulate currencies and values and prices in exchange, while 
our tariff rates were fixed in statutory form and foreign countries 
could deliberately on a moment’s notice, practically speaking, change 
our tariff structure and our tariff rates. 

I was in England in September of 1949, 2 or 3 years ago, and 
curiousity prompted me to look pi some cutlery. Now, we produce the 
finest cutlery in the world here, but England claims they produce finer 
cutlery or, at least, have been producing it a longer time. I was pric- 
ing some pieces of cutlery one day. I asked the hotel clerk who was 
a young Scotch lad, a friend of mine, a distant relative, I said, “Those 
prices seem kind of out of line.” 

He whispered to me, he said, “If you are thinking of buying a table 
set of cutlery as a gift to a friend, I would suggest that you wait a day 
or two.” I quizzed him and he said, “I cannot say no more, but if you 
will wait until Monday, you will be able to get your cutlery at t about 
half price.” 

I quizzed him further and it did turn out that on Monday the ex 
change value of the pound sterling had been changed from a four- 
dollar-three-cent basis to a two-dollar-eighty-cent basis and the cut- 
lery, if I had my money in dollars, I coul d get at half the price. 

In other words, a foreign government can manipulate, and has, and 
manipulations have been. going on during all this period and that is 
what does account for actu: ally— I give the figures in these notes here— 
the inflationary factor between 1937 and 1951-52 has amounted to 
289 percent, the inflationary factor of all these different manipula- 
tions of exchanges, devaluations and so forth. 

So that it is not a flight of the imagination; to say that world ex- 
ports from all the countries when they say they have increased from 
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$15 billion to $75 billion in this short period, that is a fake, they are 
using an entirely different measuring stick. 

It is as if you change the inch and the yard, or the weights and 
pounds or gallons and quarts and so forth, and give an entirely dif- 
ferent content to them. They are measuring two different sets of 
figures and making it appear that this magnificent accomplishment of 
increasing United States exports up to fifteen or sixteen billion dollars 
equal to the exports of all the countries of the world 15 years ago, has 
increased the world’s trade and increased the prospects of peace and 
security and the standard of living and all other things. 

It has not whatever. All they have done has been to confuse inter- 
national currencies, values and prices and tariffs and leave us dangling 
at the end of the rope paying the bill out of our taxes while reducing 
theirs. 

Senator Martone. Dr. Coulter, I am very much interested in your 
testimony. If I understand you correctly, at the beginning of World 
War II, we had about $5 billion worth of exports. 

Dr. Courter. This 15 billion I say was the exports of all the coun- 
tries of the world. 

Senator Manone. Fifteen billion dollars was the extent of world 
exports. Of this amount the United States accounted for about $5 
billion. 

Dr. Coutrer. Between four and five million dollars. 

Senator Martone. At the present time we have about $15 billion, 
while the world has $7: ore just using the same figures. 

As a matter of fact, $5 billion of that $15 billion you have iden- 
tified as military cain are. I think you are about right. I used 
similar figures on the Senate floor last year. Mine were more or less 
estimates because I had no method at that time of securing actual 
ficures. 

EFFECT OF CURRENCY FLUCTUATIONS ON TRADE 


Now, if that is true, that brings us back to $10 billion of legitimate 
exports corresponding to four and a half or five billion dollars of legit- 
imate exports in 1938 or 1939. Would that be true? 

Dr. Coutrer. If you eliminate the military materials and so forth, 
and if you spoke in terms of dollar values at that time. 

Senator Martone. That isright. That would further reduce it. In 
other words, you have ten billion left and what would you say that 
current dollar is forth in terms of the 1934 dollar, or even 1938? 

Dr. Couurer. In terms of the 1933 dollar up to January 31, 1934, 
when the gold value was changed from $20 to $35 an ounce, there was 
a difference of 59 and a fraction percent additional. 

Senator Martone. But the 1953 dollar over the 1933 dollar, is it 
worth 40 percent of the 1933 dollar? 

Dr. Couttrrer. We have the statistics on it. 

Senator Matone. It is about 40 percent. Then you would take 40 
percent of the $10 billion legitimate exports that you have left after 
deducting your hardware and chemical military exports and 40 per- 
cent of the $10 billion would bring you back to a little under the four 
billion and a half, or five billion that you had in the beginning of your 
legitimate exports, would it not? 

Dr. Couurer. Just about. 

Senator Martone. I am trying to analyze your testimony as you go 
along. I am intensely interested in it. 1 
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Dr. Counter. Yes. Now, the greatest concern to me on this is— 
and I shall not go into it because you have other witnesses—of course, 
as you understand, I am not representing any mineral or metal or 
manufactured products. 

Senator Martone. I want to say to you your value to this committee 
is because of your long experience, your studious career in this busi- 
ness of foreign trade, yous actual serving on the Tariff Commission 
when it was actually a tariff commission as set up by Congress, and 
fune tioning properly under your observation of the operations of the 

Tariff Commission and the State Department following the 1934 
Trade Agreements Act. 

There is no one that I know that can approach the value of your 
testimony before this committee. I just want you to forget all about 
the time element. 

Dr. Coutrer. There are certain very striking illustrations that I 
can give without attempting to cover the field of the way in which 
foreign countries have—I was going to say since the adoption of our 
Constitution, but certainly long before that—pursued devious ways 
to prevent us from developing things that we wanted and needed in 
our own country and could produce, and exploiting us. 

If I may just give you 3 or 4 illustrations of different types of ways 
by which they have been able to evade or avoid the functions of our 
own Congress and our own Government and why at the present time, 
if this committee is interested in trying to think in terms of the do- 
mestic economy, our own security and our general welfare, we might 
as well look back a little and see what has been going on. 

Senator Martone. The protection of our workers; and if you would, 
Dr. Coulter, when you make an example, if you have exhibits that 
you would like to submit to the committee as exhibits, we would like 
very much to have them; and I want to say to you as I do to other 
witnesses, this is not a strictly formal examination. You will be 
very welcome to review your testimony for its completeness and cor- 
rections before any of it is either printed or reviewed by the com- 
mittee with a view of reaching conclusions, 

Dr. Courter. I appreciate that. I, as a matter of fact, asked the 
young lady from my office to come along and take down any specific 
questions that I might want to look up, so I would be protected and 
I would not have to try to remember what you wanted. 

Senator Martone. There is no attempt on this committee to put 
anyone on the spot or to extract a statement that upon reflection they 
would like to modify or change in any way. 

It is basic information that we are trying to secure for the benefit 
of the full subcommittee to make recommendations to the full com- 
mittee and from there to the Senate. It is a deadly serious matter 
as far as the chairman of this subcommittee is concerned. 

Dr. Couurrr. I will give you only 3 or 4 specific illustrations. I 
find in front of me a quotation from the Virginia Gazette. We gen- 
erally don’t think of Virginia as having laid the foundation for and 
starting the movement to try to protect the American production 
because they so long were sort of put down as in the free trade, cotton, 
tobacco belt, and they were a little frightened. 

But this comes from the Virginia Gazette in 1769. That is before 
1776. The royal governors of the mother country were imposing taxes 
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and restricting what we could do, preventing us from setting up fac 

tories and so forth, and so the members of the house of burgesses 
passed a resolution, what they called nonimportation agreement, 
which sounds up to date, nonimportation agreement, and the house of 
burgesses was dissolved by the then Governor of Virginia. 

So the then members of the House of Burgesses “withdre »w to the 
Raleigh Tavern, near the capitol, and there they repassed it, not as 
members of the house of burgesses but as late representative of the 
people. 

I date this back merely to show you that this is not a new subject 
and that there is a great deal of historical background that is valuable. 

Now, we have this—and I am quoting directly from the Virginia 
Gazette : 

Nor were the protests at the capitol confined to the proceedings of the assembly. 
Both the first and second buildings were frequently used for dancing, suppers, and 


social assemblies, and in the years just prior to the Revolution these gatherings 
were marked by the spirit of the times. 


The Gazette adds: 


On Wednesday evening the Honorable the Speaker, and gentlemen of the House 
of Burgesses gave a ball at the capitol for the entertainment of his Excellency 
Lord Botetourt; and it is with the greatest pleasure we inform our readers that 
the same patriotic spirit which gave rise to the association of the gentlemen on 
a late event— 

That is when they withdrew from the Raleigh Tavern and passed 
the Colonial Empire Act— 
was most agreeably manifested in the dress of the ladies on this occasion, who, to 
the number of near one hundred, appeared in homespun gowns; a lively and 
striking instance of their acquiescence and concurrent in whatever may be the 
true and essential interest of their country. It were to be wished that all assem- 
blies of American Ladies would exhibit a like example of public virtue and private 
economy, so amiably united. 

Now, this thing is not new. If time permitted and you wanted to 
build up a real picture of the development, we could go back and show 
that this is a very significant thing. 

Senator Martone. Time does permit it and we want to build it. 

Dr. Coutrer. I am going to give your clerk a copy of my rough notes 
and some of these exhibits. 

Senator Martone. I will just accept them as you want to submit 
them and mark them with our number. 

Dr. Coutrer. This is the general statement. 

Senator Martone. The general statement will be submitted and ap- 
pear as a part of your testimony, Doctor, at this point in the record. 

Preliminary draft of introductory statement by Dr. John Leé 
Coulter, consulting enconomist, Investment Building, Washington, 


D.C, 


ESTABLISH MENT OF COMMISSION ON FOREIGN POLICY 


Dr. Covrrer. Public Law 215, chapter 348, 1st session, 83d Con- 
gress, enttiled “Trade Agreements Act of 1953,” title ITI, provided 
for the establishment of a Commission on Foreign Economic Policy. 

Section 309 deals with the duties of the Commission. Subsection 
(a) specifies that: 


The Commission is directed to examine, study, and report on the subjects of 
international trade and its enlargement consistent with a sound domestic economy, 























































AND CRITICAL MATERIALS 





STOCKPILING STRATEGIC 


c- our foreign economic policy, and the trade aspect of our national security and 
eS total foreign policy; and to recommend appropriate policies, measures, and 
it, practices. 

of Subsection (b) more specifically outlines several definite subjects 


which are to be reported upon— 


he ; without limiting the general scope of the direction of the Commission contained 
AS ; in subsection (a). 

” ‘ This act was approved August 7, 1953. : 

+t Personal appearances: As I have devoted a large part of my time 
“ to study of subjects dealt with in this connection, I was glad to see 
. | that the Senate, which in the final stages will be largely responsible 


for legislation which may be contemplated, took cognizance of the 
fact that such a commission had been created, and passed a special 
y. resolution instructing the Committee on Interior and Insular Affairs 


: to review the subject insofar as it pertains to “the subjects of interna- 
y tional trade and its enlargement consistent with a sound domestic 
economy,” and pertinent related problems. 
Incidentally, since I have personally been studying this entire field 
° for so long a period, I very much appreciate the invitation extended 
: by the chairman of this subcommittee to appear as an independent 
a individual witness. 
In other words, while I have acted as a consulting economist for 
1 many different clients for many years, and have appeared before many 
committees of the House and Senate and various other National Gov- 
ernment agencies, I am not at this time appearing for any specific 
i client, but wholly as an individual student of the subject being re- 
> viewed. Ihave not, during the past 15 or 20 years, been employed by 
any Government agency, but prior to 1935 I served as chief economist 
P and statistician, later as a member of the United States Tariff Commis- 
sion, and still later as one of the organizing members of the Committee 
) 


for Reciprocity Information authorized under the Trade Agreements 
Act of June 12, 1934. 

Pertinent constitutional provisions: Article I of the Constitution 
provides for the legislative department of the United States Govern- 
ment, consisting of “A Senate and House of Representatives.” The 
first seven sections of article I set forth details of organization and 
procedure. 

Section 8 specifies that : 

The Congress shall have power to lay and collect taxes, duties, imposts, and 
excises * * * to pay the debts and provide for the common defense and general 
welfare of the United States * * * 

To regulate commerce with foreign nations * * * 

To coin money, regulate the value thereof and of foreign coin * * * 

To promote the progress of science and useful arts * * * 


and finally— 


To make all laws which shall be necessary and proper for carrying into 
execution the foregoing powers, and all other powers vested by this Constitution 
in the Government of the United States or in any department or office thereof. 


; Section 9 specifically provides that : 
No tax or duty shall be laid on articles exported from any State. 


; Without further discussion of constitutional background, suffice it 
to say that the above quotations indicate clearly the powers of Con- 
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gress and the responsibilit ies of the Senate and, therefore, of the com 
mittees and subcommittees of this body. 

Foreign commerce was recognized as one of the outstanding prob- 
lems of the period during which the Constitution of the United States 
was established, and has continued to be, every minute of every hour 
of every day since that time. 

It is my understanding that the first act of the First Congress as 
sembled under the new Constitution was an act to provide revenue, 
including tariffs or customs duties, and to regulate the foreign com 
merce of this country. No more important subject has been dealt with 
in any of the laws passed by the Congress since that first act passed 
by the First Congress down to and including Public Law 215 of the 
first session of this Congress and the resolution providing for this sub- 
committee. 

Commerce: 

A. The importance of this subject stems from the fact that at least 
since the discovery of America by Columbus in 1492, it has been recog- 
nized that the earth is round and that it revolves on its axis. The 
result of which is a wide range of temperature, rainfall, the seasons 
of the year, and the wide differences in products of nature scattered 
over the surface of the earth. We generally recognize the fact of the 
existence of the equatorial region, the Temperate Zone, and the Arc- 
tic and Antarctic areas and the wide range of products resulting from 
all of these physical manifestations such as rainfall, temperature, sun- 
shine, winds, seasons, altitudes, and so forth, because of these charac- 
teristics, there has been for several hundred years a very considerable 
volume of commerce among all of the many different nations and 
among different peoples. 

Nonetheless, during the many centuries past it has been recognized 
that the people of most important areas have been dependent upon 
the articles of those areas and that what is called forelgn commerce 
has been at best only a very incidental part of human activity. 

B. In addition to world commerce as related to the physical char- 
acteristics above referred to, it has long been recognized that many 
materials, especially minerals and related products, are found to be 
widely d ffused and concentrated in special Jeposits here and there all 
over the earth’s surface. These minerals and related materials have 
likewise been important in the field of international trade. 

C. In addition to the physical characteristics and deposits referred 
to there have developed a number of races of people and 100 or more 
different countries or nations organized under separate govern- 
ments. This, in turn, has led to a development of much interna- 
tional trade or commerce. 

D. The development of the arts and sciences and of international 
currencies al d ex hange, have likewise led to many complicated prob- 


lems, all involving in one way or another the growth of world trade. 
This is espet ially true in the case of mining and other branches of the 


engineering profession. 

E. During the past century, perhaps the most spectacular develop- 
ment has been the extraordinary revolutionary change which has 
taker plac e in the field of trar sportation and communications. These, 
in turn, have been tremendous factors in the movement of products 
among peoples and nations and especially in connection with the prob- 
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lems of “The common defense and general welfare, including national 
security.” Many of the items involved are now commonly clasisfied as 
strategic or critical in character, especially in the deve ‘lopment of engi- 
neering and the arts and sciences. 

From this brief introductory statement it will be seen that the 
Committee on Interior and Insular Affairs of the United States 
Senate must be responsible for wise guidance when it comes to provi- 
sion on national legislation. It is because of this background that the 
present witness is very glad to be given an opportunity to discuss some 
of the current problems which unquestionably require thorough review 
inasmuch as it presently appears that a vast new program of legisla- 
tion may be contemplated during the second session of this Congress. 

No subject could be more important than that referred to in section 
309 of Public Law 215, which refers to: 

Subjects of international trade and its enlargement, consistent with a sound 
domestic economy, or foreign economic policy and the trade aspects of our 
national security and total foreign policy * * *. 

Customs duties or tariffs and quantitative limitations of exports 
and imports as methods for regulating the foreign commerce of the 
United States: 

A. It will not be necessary to more than refer to the large numbers 
of laws which have been passed since the adoption of the Constitution, 
but specific reference may well be made to the 32-page pamphlet 
issued by the American Tariff League about 10 years ago, under the 
title,“A Brief History of the United States.” 

It might be added that the present witness was privileged to assem 
ble the material used in the publication of this document. 

B. A second phase of this subject has to do with the publication of 
a 72-page pamphlet by the National Association of Manufacturers, 
like ‘wise about 10 years ago, under the title, “Tariff, International 
Commerce and Finance, ina Changing World.” 

It was likewise the privilege of this witness to assemble the material 
which appears in that publication. 

Perhaps special reference might be ms ade to a world map on page 
35, under the title, “Important World Sources of Critical and/or 
Strategic Materials, Showing Approximate Percentage of World 
Production,” in all parts of the world’s surface. That particular 
chart discloses how unevenly or irregular many materials are 
distributed. 

It may be noted merely in passing that the dollar value—millions of 
gold dollars—of all exports from all countries in 1937—just preceding 
World War II, amounted to $15 billion. 

In contrast, it is significant that exports in current United States 
dollars for the last 2 years—1951 and 1952—averaged slightly more 
than $75 billion. 

Thus, from the gold standard basis in effect until about 15 years ago, 
the volume of world trade—in terms of dollar value of exports— 
increased fivefold, or from $15 billion to $75 billion. 

This tremendous increase in terms of dollar value is so misleading 
that it has led the public in general to think that international trade 
has become one of the world’s greatest ventures and that world peace, 
prosperity, living standards, security, and other imponderables, are 
largely incident to the tremendous movement of world trade in 
commodities. 
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We must, therefore, at the outset, call attention to the fact that the 
agitation for “an increasing volume of world trade” now so enthusias- 
ically sponsored by so many individuals and organizations, is at best 
a fiction and is misleading and that any new legislation or program 
based upon these figures might very well lead to great errors. 

The fact is that while there has been a relative ly small increase in 
volume of world trade due to World War II, the cold war, the Korean 
venture and the recent fiscal program of the United States in all 
parts of the world, and a 15- or 20-percent increase in world popula- 
tion, the overwhelming increase in dollar value above referred to is 
due to the abandonment of the true gold dollar value, inflationary 
currencies and manipulations of governments in all parts of the 
world—including the United States. 

The most recent economic study available indicates that between 
1936-37-38—before World War I1—and the last calendar year, 1952 
the unit value of all commodities entering world trade has increased 
from a base index number of 100 to an index number of 289. 

The only purpose for presenting this aspect of the subject at this 
point is to indicate that increasing world trade is in fact largely a 
fiction and that there is no justification for assuming that this theoreti- 
cal increase has or will tend to destroy dependence of countries upon 
domestic products or justify the present wave of internationalism, or 
be a major factor in development or preservation of peace, prosperity, 
higher living standards, or security. 

The number of different countries or nations, as well as races, have 
changed but little during the past decade, although governments and 
monetary measurements “have chi unged. The c olonial system has been 
largely destroyed, and to that extent there has been change in the 
character of trade between European colonial powers and “outlying 
parts of the world, but so far as international trade is concerned, it 
has been put in a false position as a factor justifying a revolutionary 
change in such national programs such as regulation of trade, the 
use of customs duties or tariffs, and governme ntal programs for the 
regulation of the movement of commerce, and monetary values or 
exchange factors involved. 


TREND IS TOWARD TARIFF REDUCTIONS 


This witness undertook a few months ago to examine the extent to 
which the governments of various countries, largely under the prod- 
ding of the United States, have, during the las t 15 years, reduced 
tariffs or customs duties as one element in the present trend of regula- 
tion of international trade through use of tariffs. 

That study disclosed the fact that the United States, through bi- 
lateral trade agreements and the so-called General Agreement on 
Tariffs and Trade, has lowered the ratio of duties to value of imports 
from 15.8 percent in 1937 to only 5.1 percent in 1951. This was a 
reduction of 68 percent in what may be called the average rate of 
duty. In contrast, a study made of 40 foreign countries for which 
comparable data could be secured, showed that the ratio of customs 
duties to value of imports had been decreased only from 18. 8 percent 
to 12.6 percent, or a reduction of 8.2 percentage points, or 52 percent. 

The countries of Western Europe which have been oper: iting largely 
under the so-called Marshall plan show a reduction in ratio only 
from 17.2 to 14.2 percent, a decrease of 3.0 percentage points, or only 
17 percent. 
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Thus, during the recent 15-year period, the use of customs duties 
has become completely confused, especially under the operation of 
the so-called General Agreement on Tariffs and Trade—GATT. 
European and other foreign countries have introduced, in place of 
the tariff which had for hundreds of years been recognized as the most 
orderly procedure, the use of barter arrangements with each other, 
special types of licenses or permits for control of imports and exports, 
quotas or quantitative limitations controlling the volume of trade, 
currency manipulations and exchange devaluations, and other devices 
too numerous to mention. 

Added to these approaches to the subject, other countries have un- 
dertaken not merely government supervision, or regulations of trade 
and currencies, but the governments themselves have introduced na- 
tional controls thus eliminating most of the characteristics of the free 
enterprise system as it has been known in the past. 

Without going more into detail on this particular subject, there 
seems to be full justification for the suggestion that the time has come 
for the United States to restore the provisions of the Constitution to 
full operating effectiveness. 

Under the provisions of section 8 of article I of the Constitution, 
the United States has developed a comprehensive system of free trade 
in the case of exotic products. This applies to an average of about 60 
percent of all imports into this country. As to items on the dutiable 
list, the tariff rates have been substantially reduced in trade agree- 
ments fortunately reserving the right to review concessions made to 
foreign countries when injury or threatened injury appeared to be 
developing which might disturb American economic life and our 
system of private enterprise. The time has come, I think, when the 
Congress must reassert the function assigned to it by the Constitution 
and make more adequate provision for the regulation of foreign trade. 

The Tariff Act of 1930, which was the last comprehensive act on this 
subject, had for its title: 

An act to provide revenue, to regulate commerce with foreign countries, to 
encourage the industries of the United States, to protect American labor, and 
for other purposes. 

This is very much the same title as that found in preceding tariff 
acts. Notwithstanding the fact that the act of 1930 is still the law of 
the land, with such relatively minor amendments as have been made, 
no Congress has ventured to repeal it or to seriously change it. It is 
the law at the present time and has been during the past 23 years. 

The main function of the Tariff Act has been, and still should be: 

To provide revenue; 

To regulate commerce with foreign countries; 

To encourage the industries of the United States; 

To protect American labor, and other indicated purposes. 

If this Tariff Act is continued as it should be, “the law of the land,” 
then it would be possible to move forward to preserve and protect the 
natural resources of this country’s agriculture, labor, mining, forestry, 
fishing, manufacturing, and trade. It would be possible to continue 
to promote the arts and sciences and encourage the development of 
mining and other branches of engineering. 

And if this were done, there is no reason to believe that the Govern- 
ment of the United States could not again move forward in the direc- 
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tion of peace, prosperity, security, and general welfare as specified 
in section 8 of the Constitution. 

Fortunately, the United States has such a wide range of tempera- 
tures, rainfall, sunshine, and growing seasons that the people of this 
country are only dependent in a very small degree upon an increasing 
volume of foreign trade. It is true that our imports in terms of pres- 
ent inflated dollars now amount to some ten or twelve billion dollars a 
year. Most of this consists of items useful to the American people. 

It is easily possible to pay for these imports from surpluses of wheat, 
cotton, tobacco, fruits, and miscellaneous products of many types. 
Any material change in the program would involve the introduction 
of the sharpest sort of competition from various parts of the world 
which would injure or threaten injury to American agriculture, indus 
try, labor, mining, ete. 

The United States of all things needs a high degree of diversification 
in order to supply all of the wants or needs of the 160 million people 
of thiscountry. And, above all else, the United States needs a flexible 
tariff arrangement which would make it possible, without delegating 
authority to foreign agencies or foreign countries, to determine de- 
tailed changes in either tariffs or customs procedures. 

During all of our history, the Congress has found it desirable on 
2 or 3 occasions to introduce such regulations as quantitative limita- 
tions or quotas. The right to do this should be preserved. 

In this brief preliminary statement your present witness has not 
attempted to pass on the treatment which has been or should be 
accorded to either imports or exports of individual commodities. We 
have our own agricultural program which should be improved and 
continued. This does not involve an extension of national self-con- 
tainment, since under the present laws it is possible to secure from the 
world products valued at billions of dollars and to pay for these 
products either through exports or through travel, foreign investments, 
or otherwise. 

On the other hand, it does not involve the adoption of an interna- 
tionalist program under which the United States would undertake 
to dictate the trade policies of foreign countries nor attempt to assume 
the responsibilities which for centuries have been carried on through 
colonial systems largely under the direction of the countries of West- 
ern Europe. 

[f a detailed comprehensive tabulation were made, it would appear 
that the United States and adjoining countries of the Western Hemi- 
sphere could, in fact, restore and preserve the highest level of domestic 
economy found any place in the world during any past period. 

Dr. Coutrrr. This is that Virginia incident merely to show that this 
thing is not new and this problem is here and we have been confronted 
with it for some time. 

Senator Martone. The article, circular published by Colonial Wil- 
liamsburg, Inc., “The Capitol,” will be accepted and appear at this 
point in the record as part of your testimony. 


[Circular published by Colonial Williamsburg, Inc.] 
THE CAPITOL 
Such measures were, of course, of great concern to the Royal governors in the 


colony: and from time to time the House of Burgesses was dissolved. In such 
cases, however, the Burgesses reassembled at the Raleigh Tavern, near the 
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Capitol, and, convening as the “late representatives” of the people, passed 
measures such as the Nonimportation Agreement. 

Nor were the protests at the Capitol confined to the proceedings of the Assembly. 
soth the first and second buildings were frequently used for dancing, suppers, 
and social assemblies, and in the years just prior to the Revolution these gather- 
ings were marked with the spirit of the times. Thus, in 1769, a ball given at 
the Capitol was described in the Virginia Gazette as follows: 

“On Wednesday evening the Hounourable the Speaker, and Gentlemen of the 
House of Burgesses, gave a ball at the Capitol for the entertainment of his 
Excellency, Lord Botetourt; and it is with the greatest pleasure we inform our 
readers that the same patriotic spirit which gave rise to the association of the 
Gentlemen on a late event, was most agreeably manifested in the dress of the 
Ladies on this occasion, who, to the number of near one hundred, appeared in 
homespun gowns; a lively and striking instance of their acquiescence and con- 
currence in whatever may be the true and essential interest of their country. 
It were to be wished that all assemblies of American Ladies would exhibit a like 
example of public virtue and private economy, so amiably united.” 

Dr. Courter. I am going to skip on down through just to illustrate 
how some foreign countries have used various devices to regulate our 
foreign trade and our tariffs and how we in turn have more or less in a 
bumbling, fumbling way, have tried to offset it at times, by various 
administrations—have merely been dough in the hands of those who 
have molded it. 

Senator Matonr. For a hundred years many of these foreign na- 
tions, especially the empire-minded nations, through their colonial 
possessions, have exercised the same control as they did over the 
United States—that is, the Original Thirteen States—at least before 
1776, and do manipulate the economy of those countries in exactly the 
same manner 

I was at the Gold Coast in Africa. They can pass through their 
little legislature there any act that they care to pass, but the governor 
can, immediate ‘ly, if he sees fit, do exactly what the Virginia Colonial 
Governor did in this dispatch, can repeal or nullify that act. 

That is going on throughout the colonial system at the present time. 

Dr. Courrer. And we are handing over the management of our 
tariffs and our trade and our rules and regulations to foreign agencies 
set up by the United Nations or others under the title of G: ATT and so 
forth, so that while purporting to be carrying out our Constitution, 
our Congress purporting to pass the laws for this as required by the 
Constitution, are handing it over or permitting it to drift into the 
hands of agencies that have other purposes, which are their own 
aggrandizement, so we may be paying the taxes and supporting their 
various governments. 

Senator Matonr. You started with the 1934 Trade Agreements Act. 
Did I understand you to testify that act, 1934 Trade Agreements Act, 
referred to often ‘as reciprocal trade, is the basis of ‘all these later 
machinations and contrivances that magnify our duties or tariffs or 
imports fees, the materials that we now use ¢ 

Dr. Counrer. Yes. You might say up to that time Congress had 
passed, every Congress from 1789 down through, had passed their own 
tariff acts and had made their own regulations, but frequently they 
were perhaps not as astute as they might. have been and frequently they 
had to revise and revise and revise, but this is the first time it has been 
taken out of the hands of Congress. 

Senator Martone. So there was no recourse as far as Congress was 
concerned. 
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Dr. Counrer. Congress had one reservation, that was the only thing 
that has saved it in a sense. 

Congress specified no agreement should extend over a period of 
more than 3 years and that the act itself would expire in 1, 2, or 3 
years unless extended. 
~ Jt has been renewed, revised, and extended since June 12, 1934, down 
to date. 

Senator Matone. Down to June 1954. 

Dr. Courrer. Up to next June 12. 

So that Congress has to that extent condoned or accepted or been 
the victim of a continuation of that program. 

Senator Martone. Now, any time they do not extend that—— 

Dr. Counrer. It expires automatically next June 12. 

Senator Matonr. And then the powers of Congress automatically 
revert to Congress or to its agent, the Tariff Commission, under the 
1930 Tariff Act. 

Dr. Coutrrer. That is correct. The Tariff Commission, under the 
1930 act. 

Senator Maronr. Then all these agreements that have been made 
by the State Department for a specific period of time, and I believe 
they were worded—I would like you to cover that particular part of 
it—are effective until the President of the United States should serve 
6 months’ notice of cancellation or the Government a party to the 
agreement should serve 6 months’ notice of cancellation. 

Dr. Couurer. It is true the act itself provided that the act itself 
would expire at 1 or 2 or 3 years and second, that any agreement would 
have a base period of 3 years, thereafter would continue until such 
time as it was abrogated by action of the President or of either 
government. 

So that as it stands, if the act expired next June all reductions in 
rates and all concessions made would pro forma continue in effect in 
operation unless or until canceled or withdrawn by the President or by 
the country under the agreements themselves. 

So that all of the reductions would still be in effect. 

Senator Matone. They would remain in effect, then, until such time 
as the President of this country, or of the nation a party to the agree- 
ment, serves such notice, but all duties, imposts, excises, or tariffs or 
import fees as they are now customarily referred to, not covered by 
agreement, would immediately be subject to adjustment by the Tariff 
Commission under the law of 50 percent up, or 50 percent down as 
found necessary to provide for that divergence between the wage rate 
standard of living abroad and other factors they consider. 

Dr. Couurer. Yes, if the concession were withdrawn under Presi- 
dential proclamation, they would revert to the 1930 level and the Tariff 
Commission as an operating body. 

Senator Mavone. Do you understand from that act and I know you 
studied it carefully, but if Congress did allow this act to expire, and 
the powers revert to the Tariff Commission, and the President. of the 
United States did not make any such request of cancellation, is the 

Congress powerless to act ? 


VARIOUS TRADE AGREEMENTS AND THEIR EFFECT 
Dr. Coutrer. That is probably a matter of dispute for this reason; 
most of the concessions have been worked out by the Chief Executive 


and the State Department at three international conferences—An- 
necy, Torquay, and Geneva. 
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And two-thirds of all reductions were made en masse over there in 
which we purported to give concessions and purported to get con- 
cessions and the consolidated result is what is known as the General 
Agreement on Tariffs and Trade, which is GATT. 


GENERAL AGREEMENT ON TARIFF AND TRADE 


We are provisionally, and could be only provisionally a party to 
GATT, that only on terms of the President’s Executive agreement 
they were effective. 

Now, whether we can get out from under GATT is a question that 
I don’t know the answer to, of course. Congress has heard the appeal 
of some of us for years, whenever the Trade Agreements Act was 
amended and extended, we have written into it a caviat specifying 
that extension of that act in new form as amended or otherwise, does 
not, and has not bound the Congress of the United States to member- 
ship 1 in GATT. 

Therefore, they have said that until this is submitted to Congress 
for approval, or in treaty form, Congress has not passed upon it. 
They have withheld any official opinion on it. 

We did block their first draft which was known as ITA, Inter- 
national Trade Agreement. That was the Havana Charter. 

But when it came to the Geneva, Annecy, and Torquay agreements, 
we never got further than agreement by Congress, a provision by Con- 
gress every time it was extended that the Congress takes no position 
as yet because it has never been submitted. 

They deliberately said it has not been submitted for congressional 
action and, therefore, the President has never been able to enter into 
more than what is called provisional acceptance. 

Senator Martone. You are familiar with the fact that the State 
Department pressed the International Trade Agreement on Congress 
for several years. 

Dr. Couutrr. They pressed it on the House and the House commit- 
tees had extensive hearings and it was referred over to the Senate, 
and the Finance Committee had extensive hearings, but came to no 
opinion, never filed a report and presently the State Department 
withdrew it. 

So that it was never rejected by Congress, but it was never approved. 

Senator Martone. It never reached the Senate floor. It was before 
the Senate Finance Committee several times, and many of us took 
occasion to attack the policy on the Senate floor continually, and finally 
they agreed not to press. It is still pending as far as the State Depart- 
ment is concerned. 

Dr. Coutrrer. But the Secretary of State withdrew it so that it may 
not be pending. 

Senator Matone. Unofficially. He merely said it would not be 
pressed. Then he immediately created what is known as the Inter- 
national Materials Conference to do the same thing without the 
approval of Congress. 

Now, you are familiar with what is generally known as the escape 
clause and the peril point. Would you explain for the benefit of the 
record just what they mean by the escape clause ¢ 

Dr. Coutrer. Of course, many of us representing various clients 
and important public groups, constantly oppose continuation of the 
Trade Agreements Act, but we finally had to say, however, if it is the 
intent and will of Congress to extend it for a year or two or three, 
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with various amendments and so forth, the least we can ask is that 
you make it possible for us to close the door and to escape from injury 
or threatened injury. 

We finally got in 1948 a provision, what we call peril point, in 
which the President was required to get facts and figures from the 
Tariff Commission before they made further concessions. 

That was the peril point. 

Senator Matone. He was not bound to accept that. 

Dr. Coutrer. He was not bound. He merely had to submit his list 
to the Tariff Commission and receive facts and figures which they 
might find. Then we got in there what is known as the escape provi 
sion, which was that any American industry or labor or any interested 
group being injured or threatened with injury, might appeal to the 
President and the Tariff Commission for a reexamination of conces 
sions granted and if it was found that the injury was resulting or 
threatened, at least the President might withdraw the concessions. 

But, as a matter of fact, in most cases up to date, even where the 
Tariff Commission was carrying out this policy of low tariffs and so 
forth, in general the Presidents have not acted favorably upon the 
Tariff Commission findings and in most cases former reductions have 
not been restored. 

There are pending about a dozen cases now. 

Senator Martone. It has been found almost impossible to escape 
from the effects of a trade agreement. 

Dr. Coutrer. Almost impossible. We have had one or two minor 
cases of some dried figs or something. But it is rather discouraging 
and the reason we have not had 500 instead of 35 or 50 applications 
for relief is because most industry and most groups have shrugged 
their shoulders and said, “Oh, what is the use, we won’t get anywhere. 
Why keep on fighting?” 

But some of them are continuing the fight because the injury is so 
great and the threat of injury isso formidable. 

Senator Martone. It means destruction if they do not get relief. 

Dr. Courrrr. Yes. 

Senator Matonsr. Now, what circumstances through this general 
agreements on trade and tariffs surround the escape clause? The 
escape clause is exercised here to give relief to an industry. There 
are several actions that can then be taken by foreign nations that com- 
plicate the matter. 

Dr. Counrer. Foreign nations can, of course, put in their protests 
and confer and elaborately discuss it and raise harangues about it 
and it gets back to the State Department and passes back and forth 
and presently it more or less fizzles out so far as getting any relief 
is concerned, because the State Department is wanting to purchase 
compliance by good will, or they want their standing to be favorable 
in the eves of some foreign group. 

Senator Martone. In other words, the State Department has an en- 
tirely different objective than Congress is charged with in regulating 
and protecting the labor and industries. The State Department is 
charged with making certain treaties and they merely use the markets 
of the United States to trade away a portion or all of any industry 
to gain a certain point in their international treaties that they are 
charged with by the Constitution. 
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hat Dr. Coutter. But the State Department has, of course, a very legiti- 
ur) mate comeback in that it says this has come up and has been reviewed 
every 1 or 2 or 3 years since 1934 by the Congress, and the Congress 
f Ee has extended it fo P another vear or two or three and, therefore, the 
. Congress, while claiming that they have not passed upon GATT and 
co forth, nonetheless the Congress has given the power, continued 
power, extended the power so that the State Department can shrug 
list its shoulders and go ahead and have its agencies all over the world 
a trading off the concessions. A 
ook They have a good comeback. You and this committee, or anybody 
ted else, cannot deny it has been renewed or extended time after time, in 
the spite of all the protests that any of us have been able to make. 
a } Senator Matone. That is correct. I have always been against the 
- = renewal, but I must admit that what you say is true. I have not been 
™ | able to prevail, and Congress has extended it. 
the Now, explain what the peril point was designed to do and what it 
en actually does accomplish in your opinion. 
in Dr. Courter. Well, the idea of the peril point was merely that the 
oa | President before negotiating any concession with any country should 
ro ) make up a list of the items he contemplated or that the foreign coun- 
: tries were asking us to reduce, submit the list to the Tariff Commis- 
pe } sion which was charged with the duty of furnishing facts and figures 
to the President, and the State Department, as a guide. 
ae i Most of us knew that most of the facts and figures submitted merely 
co ; called for new warehouses and new stockpiles of filing cases and new 
- | files and, generally speaking, were not understood. 
7 : The State Department could not have a Bureau of Mines over 
a there. They might have someone they might call up and garble some- 
- } thing up and then go ahead and do their business anyhow. 
So that all the facts and figures supplied by the Tariff Commission 
” | were largely file case materials. 
Senator Martone. Let us take an example. Suppose it were con- 
| templated to lower the tariffs in agreement with another nation, to 
7 lower tariffs on some other commodity and that commodity was sug- 
al gested to the Tariff Commission and they were supposed to give advice 
he } as to whether the contemplated reduction would be below the peril 
re | point; in other words, would endanger the domestic industry or injure 
il the Jaboring man, the worker in that particular industry, and they so 
stated. 
- | Now, let us presume that they have fixed a point in that duty below 


which they could not go without impairing such injury, and the State 
Department accepted their suggestion, which they rarely do—I con- 
cur with your conclusion in that regard—but suppose they did and 
that was correct at that moment and they make this agreement with 
the foreign country on that basis, it is not within the purview of the 
Tar:ff Commission to further review and determine a peril point a 
year from that time; it is not within the powers of Congress to review 
this trade agreement. 

S» suppose, then, 10 minutes or 10 days or 10 weeks after this agree- 
mert is signed to lower tariffs, and it is correct at the moment, then 
the currency of that nation or any nation affected is revalued with an 
added value of their currency in terms of the dollar that offset that 
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partic uls ar commodity tariff; in other words, putting the tariff on th 
nation’s money in effect, it nullifies the entire agreement overnight. 

Dr. Coutrer. It nullifies it as a matter of economic fact, but it does 
not nullify it so far as the trade agreement is concerned. Once the 
President has included any commodity in any trade agreement, it 
withdrawn automatically from the Tariff Commission. 

Senator Martone. That is true, but my point is that when they get 
the concession on a tariff in return for this fixing of a tariff here. they 
ean nullify that particular agreement by merely revaluing their cu 
rency in terms of a dollar for that particular commodity. 

Dr. Coutrer. That has been done over and over. 

Senator Matone. That is your point / 

Dr. Courrrr. The foreign country can in that way control and reg 
ulate and determine your actual tar iff rates and the Tariff Commission 
can no longer review it once it has been incorporated in a trade agree- 
ment. 

Senator Matone. Neither can the State Department. 

Dr. Coutrrer. The State Department, under the escape clause, might 
then pro ceed if a proper case were brought up and claimed that the 
injers was threatened or in fact, and the State Department could then 
demand to go into new discussions with the foreign country and might 
even withdraw a concession. 

I think there is one case, Senator, just before a national election the 
labor unions connected with the making of men’s felt hats found that 
the felt hat bodies were coming in by the hundreds of thousands of 
of gross from Italy and Czechoslovakia, and soon. They joined with 
the manufacturers in this country whose factories were all closing 
down, at Danbury, Conn., it appeared that the laborers of that 
union were spre: ading the word among the other labor unions in Con 
necticut, ai elsewhere, and it looked as though they might turn out a 
couple of Democratic Senators. 

And the President acted very suddenly a few days before the electior 
and the factories opened and labor was restored to employment and 
the concession which we had made, 50 percent reduction in duty on hat 
bodies, was withdrawn, and GATT has been stewing about it ever 
since, 

Senator MALonr. That was a real emergency. 

Dr. Courirer. That was a real emergency and that is one case and 
it is the only case I th nk where we finally got a psychological position 
where an act seemed to be necessary. 

Senator Matonr. So, as a matter of fact, the escape clause and the 
peril point generally speaking are utterly worthless in their effect ? 

Dr. Coutrer. If you are going to continue the trade agreements and 
the concession r: ites and so forth, these lower rates, you must have an 
effective and workable set of peril points and escape clauses similar 
to making possible review by a commission with powers, we will say, 
similar to the Interstate Commerce C ommission. 






































Senator Matone. But you have nothing of that kind now. : 
Dr. Courter. No. 
Senator Matonr. If you were to revert to that kind of commission 
you may as well allow the act to expire and revert to the Tariff Com- ; 
mission, an agent of Congress, and proceed under the regular tariff j 
law. 
Dr. Coutter. In that event, you would operate under sections 336, 
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The provision has been there since September 1922. The Congress 
inserted what is called the flexible provision when it set up the Tariff 
Commission’s function and that has been a part of the statute since 
that time, but it has been a dead letter most of the time. 

I served several years as a member of the Tariff Commission while 
that was on the statute books and I am familiar with all of the pro- 
ceedings. We have been trying to get something corresponding to 
it, or similar, or better in these so-called escape clauses. 

Senator Matonr. In other words, since 1934, it has been a dead 
letter ¢ 

Dr. Counter. Since we could not get the trade-agreement amend- 
ment, could not get it terminated, to die, and could not get back to 
section 336, then we said the next thing is to try to get an escape clause 
so that in critical cases we may be able to save ourselves. 

Senator Martone. If I understand your testimony, it has absolutely 
never been effective, and it is of no account the way it stands. 

Dr. Coutrrr. Substantially, that is correct. They have handed 
down a few decisions, but, as I say, about the only cases are the case 
of felt-hat bodies and dried figs. 

Most items, the Tariff Commission has been a dead letter, because 
they could not function under a State Department and a President 
that was bound to increase trade. Increased trade was the thing, 
and to increase trade they had to build up a fictitious export balance 
and then there had to be imports, too, in order to iron out that balance, 
and in order to get imports they had to reduce duties and they had 
to inflate currencies and accept these foreign manipulations, and so 
forth. 

We have been going around in circles in that direction. 

Senator Martone. Do you have any exhibits that you would like 
to leave with the committee that would further clarify your state- 
inent ? 


ILLUSTRATIONS OF AMERICAN INGENUITY TAKING OVER WHEN GIVEN THE 
INCENTIVE 


Dr. Courter. If I had the time and represented somebody, I would 
prepare oodles and oodles of exhibits. I have a few things here that 
illustrate various points, but I don’t like to burden your time. 

Senator Matone. Speaking as chairman of the committee, I would 
like to have your exhibits. 

Dr. Coutrer. Under what circumstances? For whom am I going 
to prepare an exhibit, and in what period of time, and on what 
subjects? I can’t work for the next 6 months. By that time you 
will have renewed the Trade Agreements Act, and extended it for 
another period, under the present administration which, apparently, 
is disposed to go on with this program. 

I could not use my office and staff. It would cost me several 
thousand dollars a year, you know, just to work for nothing, without 
clients, 

Therefore, I am just doing this as a courtesy to this committee, to 
point out some of the constitutional and congressional and economic 
problems that are involved. 

I say that the Congress has occasionally suddenly seemed to wake up 
and stretched itself, and opened its eyes and faced an issue, and I 
want to give 1 or 2 illustrations, if I might. 
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I am going to refer “ to paragraph 51 of the Tariff Act of 1930, 
in which the tariff of 1 cent per pound was put on natural crude 
camphor, and 5 cents a ar on natural refined camphor, and 5 cents 
a pound on synthetic camphor. ‘That is a foreign product. ‘That is 
like one of your metals and minerals here that we don’t produce 
any of. 

Camphor was produced exclusively on the Asiatic coast, Japan, 
China, Formosa, and so forth. They could charge us any price they 
wanted to, and the whole druggist, pharmaceutical profession had to 
pay what they had to pay. 

Congress, in a moment of reckless abandonment, apparently said 
the Constitution provides for the promotion of the sciences, and they 
added this note to the tariff on that one item—I use this only as an 
Ulustration : 

If at the end of 3 years after the enactment of this act the President finds 
that during the preceding 6 months the domestic production by quantity of 
synthetic camphor did not exceed 25 percent of domestic consumption thereof 
by quantity— 
and then it goes on, at the end of 4 years, 30 percent, or at the end of 
5 years, 60 percent, et cetera— 
he shall by proclamation so declare and after 6 months thereafter the rate on 
synthetic camphor shall be 1 cent a pound. 

In other words, it is 5 cents a pound on synthetic camphor of which 
there was none, but if American ingenuity and science and labora- 
tories don’t produce a synthetic camphor by 5 years, then the tariff 
will be removed or reduced to 1 cent. 

What happened was that with a 5-cent tariff there, some Amer- 
ican chemical industries woke up and said, “Why sure we can pro- 
duce synthetic camphor,” and within the 5-year period we were pro- 
ducing synthetic camphor to the point where the Japanese natural 
camphor had to take a back seat and disappeared from the market 
practically so that by the time of Pearl Harbor we were no longer 
the victim of the Japanese camphor monopoly. 

I use that merely to illustrate the point that a method of pro- 
cedure, a quantitative method, a sliding scale, is there provided you 

want to look through and really understand the Tariff Act and want 
to get some evidence of what can be done. 

Now, I am going to give you a second one, if I may. After World 
War I, in 1920, the people that controlled the sugar industry in Cuba 
were very mies in advancing the price of sugar up to twenty- 
three and a fraction cents per pound. Now, 3-, 4-, and 5-cent sugar 
had been historically the normal thing, but the foreign group, inter- 
national interests, and Cuban interests and European interests. and 
so forth, got control of the whole Cuban sugar supply. We didn’t 
have much in Puerto Rico, very little in Hawaii, very little in the 
Philippines, and our beet-sugar industry was just barely struggling 
along, but we had a tariff of a cent and a fraction. They ran the 
price of sugar up one day in 1920 to twenty-three and a fraction 
cents—in May 1920. 

At that price with our people using 100 pounds of sugar per capita 
in the United States, and you have 100 million people, each being 
stuck with an extra 20 cents a pound, why, there is $20 per onsite 
which with 100 million people would be a couple billion dollars that 
we were going to be slugged because we did not have sugar in Puerto 
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Rico and in Hawaii and in the Philippines and in our beet-sugar 
country. 

I am very proud of the fact that I was at that time a student of the 
subject and had traveled all over the beetfields of Russia and all the 
European countries and in the sugarcane jungles and so on and pointed 
out it would be very easy to put quotas on sugar and restrict the 
Cuban market so that hey could only bring in a certain amount and 
that the tariff would absorb more and more if they brought in more 
and give similar quotas to Hawaii, Puerto Rico, the Philippines, and 
sugar beet people. 

We would have to concede we would not try to supply 6 million tons, 
but we would be satisfied with two or three million tons in this country 
under that act. 

That act finally went through. Under that act and under the sugar 
rate at the present time, under the restrictions, instead of sugar 
costing us 10 or 15 or 20 cents a pound as this chart shows just day 
by day the high’s and low’s for months and for years, we have been 
saving literally hundreds of millions of dollars a year. 

We dropped the price of sugar down to a price that is tenable and at 
which we can produce ourselves and we have most of the Jand we want 
put in sugar in this country and we have established a prosperous in- 
dustry in Puerto Rico, the Philippines, Hawaii, and so on. 

Now, without going to deeply into that, but as a perfect illustration 
of the introduction of sliding scale tariffs and sliding scale quotas, I 
am going to give you another one, if I may, just as an illustration. 

When in the middle twenties a present-day free trader, Henry 
Ford’s grandfather, started the Model T. 

Senator Martone. I didn’t understand his father was a free trader. 

Dr. Coutrer. No; but the present Ford is going to be honored at a 
banquet in New York Monday night at $20 a plate and so forth, in 
which his glories are to be publicized because he is for free trade now, 
but in the early twenties Henry Ford wanted to put tires on Model T 
Fords and there was not rubber enough, the price of natural rubber had 
been 20, 25, 30 cents a pound, in Malaya and other countries. 


CARTEL SPIRALING OF RUBBER PRICES 


There was a chance to soak the United States and soak the owners 
of automobiles here. 

And not only blow up the tires, but blow up the American people a 
little bit. 

So the British Government passed what was known as the Stevenson 
Act authorizing Dutch Shell and British Imperial and other rubber 
companies to go into, on a big scale, natural rubber and they ran the 
price up and up. 

I notice from references to this same volume, the price of high and 
low are given here. 

Senator Martone. I didn’t file the volume and the page. 

Dr. Courter. This volume is Commodities In Industry, published 
by the Comodity Research Bureau of New York. This was the 1940 
volume. 

In this case of sugar, that was on page 588, the chart was, showing 
the ups and down and low and high points. 

Rubber in the same volume is on page 530. It is very interesting 
to see how they ran up the price of rubber again, you might say with 
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the first model T Ford. They were smart. They were making our 
tariffs for us. 

Rubber was on the free list and we had no synthetic rubber. They 
could ship in any amount they wanted and they could fix the prices. 

So the price of rubber was pushed up from under 20 cents a pound 
in 1920, 1921, 1922, under 20 cents a pound, presently up and up it went 
and by 1925 and 1926 it was up to $1.20 a pound, in fact, $1.23 a pound 
under the Stevenson Act. 

We were importing a billion pounds. We were the biggest buyers, 
about the only buyers in the world. We used rubber for so many 
things. We began finding ways to balloon tires, to cord tires, and to 
vulcanize tires in our scientific research and so forth until we have 
developed the industry for the world, not only for the tires, but for 
other purposes. 

But there you have from 1920 to 1925, the price ran up from 
about 23 cents to $1.23. 

Now, that is $1 a pound more for rubber. Now, we were importing 
over a billion pounds of rubber a year. This last year, 1952, even 
with our synthetic rubber, we have been bringing in over a billion, 
in fact, a billion and a half pounds. 

However, in the meantime, we have brought down the price of 
synthetic rubber with our scientific development of styrene, buta- 
diene, and so forth, so that we are producing a billion pounds our- 
selves. We are producing at a very good profit, I understand, 23 
cents, which is the price which natural rubber was between 1920, 1921, 
1922, 1923. 

Therefore, we brought down by encouraging the science and by 
doing a variety of things, we brought down the price of rubber 
from $1.23 to 23 cents. 

The present agitation is, and the British Government says, if we 
would only pay them 26 cents for the rubber or 29 or 30 cents, some- 
thing like that, they would have more dollars and they would be 
able to buy something else over here. 

So that is going to be in the mill right away when Congress 
decides what they are going to do with the synthetic rubber plants 
and with the imports of rubber. 

Now, with $1 a pound reduction in price, $1.23, down to 23 cents 
at the present day, quoted yesterday, and when you bring in 1 billion 
pounds, you save the American consumer $1 billion just in the cost 
of the rubber that is used. 

Now, not only that, but because we did not have synthetic rubber, 
we did not promote our science, we did not utilize our own resources, 
we had all the elements here, everything is here in the United States— 
alcohol, benzene, styrene, everything is here—just as easy as making 
a cake if you know how, because if we were not protecting America 
and American industry and American labor and American materials 
and American resources, we would have been slugged for a billion 
dollars a year for a period of twenty-odd years. 

Therefore, a little attention to this thing and to the promotion 
of American industry, American agriculture, and American labor 
and Ameican tariffs and trade agreements would be well worth while. 
It would more than pay the cost of Congress for a million years. 

Now, I cite that merely as a second or third illustration. I quoted 
the Virginia experience. This is not a problem of the north or south or 
east or west. Now, the South is producing 90 percent of the petroleum. 
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One reason I did not want to be here today was because I wanted, 
as a sporting proposition, to go down to ‘Texas because the Inde- 
pendent Petroleum Producers Asscciation, numbering several thou- 
sand, and including all but 5 or 6 companies, are in session today 
at Fort Worth. I have the Houston Chronicle, in which it is set 
forth that the oilmen say that imports hurt the total economy. 


EFFECT OF PETROLEUM IMPORTS ON DOMESTIC INDUSTRY 


Now, we are at the present time importing petroleum to the extent 
of more than a million barrels a day. A speaker some days ago said 
we were only importing 750,000 barrels, not a million, but it turns 
out that 650,000 was one variety of crude oil, It did not include fuel 
oil and the other derivatives. 

Imports are running well over a million barrels a day. 

Now, a million barrels is a lot of petroleum when I say that our 
total production in this country is about 6,000,000. Now, the State 
Department in its trade agreement with Venezuela and under GATT 
and so forth—Congress did put an excise tax on the imports of crude 
and fuel oils, I think it was 21 cents—but the State Department re- 
duced it from 21 cents to 1014 cents under GATT arrangement and 
now we have the great mass of producers of crude oil in the United 
States. 

But they say, the State Department and the Government here and a 
lot of the others say, “Oh, we must save that crude oil down there in 
the ground for some possible future use.” 

“And that gas and all the other minerals that come up with oil.” 

There are now 400 different commodities made out of petroleum 
products, but I was interested in hearing from a friend of mine in 
England, who is the leading chemist in the British Isles and who is the 
head Government consultant of the present administration of Lord 
Churchill, remark that within a matter of 25 or 30 years atomic energy 
will be doing all the things that petroleum is now doing and we won’t 
have to continue our worry on that score. 

In other words, we know we have 20 years’ reserve without more 
exploring. We could lay off all our explorations, all our wildcatting, 
all our development of resource oil and gas and quit fooling with the 
thing if only we would look forward to the atomic age and keep it in 
storage. 

Now, what good it would do in storage, I don’t know. But up to 
date every year for the last 5 years the amount of reserve has increased 
and there are more reserves today in proportion to the amount con- 
sumed today than there were 25 years ago before we had any seismo- 
graphs or any other devices for locating it. 

I have just cited 2 or 3 illustrations here. I have some others that 
would be equally interesting. 

Japan thought that because we did not have silk we could not make 
parachutes and munition bags. If we had developed our nylon a 
iittle more promptly, we could have done the whole thing. 

China produced about all the tung oil in the world. That is the only 
oil in the world that would dry instantaneously. 

Now, we find if we want to we can grow tung oil from Jacksonville, 
Fla., all across to Louisiana. 

I might cite the case of the German submarine that in World War I 
had to come over here under the ocean with a load of dyes for us, a 
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load of chemicals for us and nose up on our shore and unload them 
and said, ‘We want to show that we are friends of the United States.” 

Of course they wanted to head off our developing the chemical 
dustry. Since then we have developed a big chemical industry, but the 
chemical industry today is as vulnerable to the foreign countries as 
any of these other items. 

Senator Martone. That is, it is vulnerable because it cannot com 
pete on an equal basis due to the additional cost here of wages and 
other expenses 

Dr. Courter. Wages and taxes and Jabor, and also if you have in 
this country a legal system that prevefhts a company from producing 
several different commodities the foreign cartel can come in and wreck 
the market here for item A, B, C, Y, P, or ee and destroy 
it by supplying this market for a oe di: ivs, few weeks, or a year, until 
the companies have gone out of it, and then they can ehianes us 10 
times as beni: 

Whether it is tariffs or whether it is quantitative restrictions or 
whether it is devices hke camphor or whether it is the decision of the 
good ladies of Virginia in 1769 before we had the Declaration of Inde- 
pendence that they would wear homespun before they would wreck 
our own economy and our own social life is a question. 

Congress is now charged and this committee, this subcommittee, is 
specifically charged in an important segment of the field with the re- 
sponsit ility of investigating, going into the details, recommending 
procedures which may not get into the Commission report or others 
that may be written, and my only interest at all would be to implore 
this committee with these few illustrations of different approaches and 
different methods—we know how other countries have been doing this 
for hundreds of years and protecting themselves—that this subcom 
mittee will really devote itself and find every expert in every possible 
dey irtment. 

There are 15 departments working now overtime preparing memo- 
randa for the Randall Commission, 15 departments I have found are 
supplying v ease and volumes of stuff. 

Why we need more trade; why we need more trade, we want to 
be prosperous. We want to be peaceful. We want to be happy. We 


want to be this, tl and the other thing, 
Therefore, more ae As a free Jance and independent, I would 


only urge that we ry a ourselves to be completely exploited 
he world by all the other countries and groups of peo- 
ple, or by other departments of our Government. 

I see I have down here quinine. We ware dependent 100 percent 
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on the outside world for quinine. We could not get any. We could 
not get the raw ied als from which the q Mai ine was produced. 

Fortu ake anes nedical science and pharmaceutical science have 
found us some possible substitutes, but it has always taken us some 
time. In the meantime we are exploited a billion dollars a year on 
sugar, on rubber, a billion a year on this and that, until it just makes 
y 1s] k at he rt 

Why, oh v will Congress go ahead year after year and extend 





this thing and let it go on and make suc ane reservations as are futile and 
not see to it that a p rosperou Ameri id that is all that there is to 
it, a prosperous America can really mean more for a prosperous world 
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ind a peaceful world than all of the devices which are being con- 
cocted up in the name of greater trade, and lower tariffs ¢ 

Senator Martone. Dr. Coulter, all of your testimony, if I under- 
stand it, points to the one conclusion that regardless of all of the 
propaganda that each nation should produce what they can produce 
cheaper so that the consumer in America and the U nited States may 
benefit, that the consumer does not really benefit. 

In other words, what they do is to take in every case what the traffic 
will bear. That has been your testimony, has it not # 

Dr. Coutrer. There are many items that we have little of and not 
enough of and so forth and we have to have intercourse with the 
world on many of these things, but I think we ought to have sense 
enough to mi ake our laws and our regulations governing tariffs and 
commerce with foreign nations of such a character and restrictions of 
such a nature that we won’t be just literally always the goat, and 
continue paying taxes for the other people and other countries, making 
alms houses out of them, when our own resources should be utilized 
and developed by sound and scientific and engineering methods that 
are constructive. 

There is room for an exchange of a lot of products, tea, coffee, and 
what not, but there is room also for intelligent utilization of our own 
resources, our own currencies, our own exchange, our own tariff and 
our own quantitative limitations and our own procedures for building 
of a greater and more prosperous America, and as a result, a greater 
and more prosperous world. 

Senator Matonr. I understand that you are for the development 
of foreign trade in every case on a fair trade basis. 

Dr. Coutrer. Fair, not free, on a fair trade basis. Many of the 
foreign articles which are luxuries and so forth, I see no reason why 
there should not be higher and higher tariffs than we have now, for 
revenue reasons, 

People that can afford luxuries from many parts of the world can 
afford to pay an extra nickel and dime and that will provide a revenue 
for the operation of our system. 

Senator Matoner. What you are saying ine = ct is that you think we 
ought to have a duty, impost or excise tax, or tariff or an import fee 
or whatever we call it, that would roughly ae up that difference 
between the rich standard of living here and abroad and promote 
foreign trade on the basis of fair and reasonable competition. 

Dr. Couurer. I think the introduction of flexible tariff quotas is 
desirable. I mean that you may say that after the first 10 or 5 percent 
or some other percent, the rates will be adjusted and so forth. 

You may want some flexible rates, I think that we want the widest 
possible diversification in this country so that no matter what country 
gets some new angle, they can’t run over us and exploit us. 

I think diversification, I think it wants to be flexible. I think our 
tariff program should be flexible so that a well qualified, quasi-judicial 
body like the Tariff Commission, can take care of new situations as 
they arise and under Congress make adjustments or subject to review 
of Congress where it belongs, constitutional methods, but it should be 
constantly cognizant of the fact that human beings all over the world 
are human beings, and there will be exploitation wherever they can 
see a chance to get in on you and exploit you. 
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They will let you run and pay all the expenses of all their govern 
ments and everything else. 

Senator Mavone. In other words, if we have what we call free trade 
and not fair trade that you would develop under a tariff system, but 
equalizing wages and standards of living here and abroad, what it 
really means under free trade is that the foreign producers and, of 
course, American producers that establish plants abroad really acquire 
vested interests in low cost labor, hold that labor low and expenses 
low so that they can take what the traffic will bear and the difference 
in profit; is that right? 

Dr. Coutrer. You are pinning it down to rather technical details, 
phraseology, and so forth. That would need to be carefully weighed 
and studied. 

Senator Martone. That is true. 

Dr. Covutrer. Because it is not merely rate of wages per hour or 
per di ay. 

Senator Matonr. There are many factors. 

Dr. Couurer. There are many factors, including taxes and standards 
of living and efficiency and utilization of capital. 

I spent too much time with a big staff of accountants and engineering 
assistants, a member of the Tariff Commission, and otherwise, to just 
say it can be done like that. It has to be a very well thought-out 
program. 

Senator Martone. Doesn’t that pin down exactly what I understand 
you have been trying to say, that a tariff commission equipped to 
determine what these factors are, and perhaps the largest factor 
might be a difference in the wage standard of living, but only one 
factor and the factor that we are financing through our taxpayers a 
good part of this installation abroad, and also that all of these up-to- 
date methods and machinery, American machinery, is available for 
foreign investors whether they be our own investors or natives of 
foreign lands, does that not emphasize what you have said that there 
must be flexibility so that the Tariff Commission as an agent of Con- 
gress on its own motion can reassess this divergence and keep it on a 
fair basis? 

CRITERIA USED FOR FIXING TARIFFS 


Dr. Covtrer. Absolutely. But the criteria will have to be pretty 
thoughtfully and carefully spelled out because otherwise you would 
have a commission that does not know what it is going to touch. You 
can’t have 5,000 different applications here or the situation would get 
away from you. 

I was up in New York last night and listened to an address by the 
vice president of Dow Chemical, whose address was: “Let us not 
import depression.” 

Import those things we want and need, but let us not import depres- 
§10n. 

Now, he was very thoughtful. In his address he analyzed the sub- 
ect very thoughtfully. You would find it as useful as anything I 
le of to get a copy of his address. 

He says the chemical industry certainly wants this protection. I 
might have an extra copy of his address. 

Senator Martone. If you have, we would like to have it for the 
record. 

Dr. Covtrer. He spoke very thoughtfully and carefully and the 
title of his address was, “Let us not import depression.” 
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This covers your story, balancing, weighing, what are the factors? 
It is worthwhile. 

Senator Matone. The address by Calin A. Campbell, vice president 
and general counsel of Dow Chemical Co., will be accepted as exhibit 
No. 1 of Dr. Coulter’s testimony and placed in the record at this point. 
(The address is as follows :) 


Exutisit No, 1 
Ler’s Nor Import Depression 
An address by 


Calvin A. Campbell, Vice President and General Counsel 
of 


The Dow Chemical Co., before the American Tariff League, Inc., New York City, 
Wednesday, October 21, 1953 


Unlike Mark Anthony, I fear I am a rather unimpassioned speaker. Also un- 
like that ancient Roman, in his reference to the great Caesar, I come here neither 
to praise the free traders nor to bury them. 

Rather, it is my hope to raise a few questions pertinent to this great con- 
troversy that must somehow be resolved before many months have passed, to 
refute, if I can, some of the arguments for free trade, to point out some of the 
dangers of rash action, and perhaps to offer a suggestion or two which, in my 
opinion, would serve to further this Nation’s basic objectives. 

In the first place, let me say that I see this question as no matter of black or 
white—no question of a choice between extremes. Rather, it seems to me, we 
are faced with determining the shade of gray which is going to be most beneficial 
to this and other nations of the free world in both the immediate and long term 
views. 

The most ardent of free traders will admit the likelihood of certain hazards, 
in moving to free trade. And I doubt if there is a protectionist so hide-bound 
as to declare that our present pattern of import duties, and the methods of their 
collection, are without flaw. 

I am sure you will agree with me that we have a few cases of import duties 
which are ridiculously high, or which hamper the importation of materials for 
which we are actually dependent upon foreign sources of supply, and also that 
certain of our procedures could well stand improvement. I believe you will 
agree with me also that in some instances our duties are already dangerously low 
and could well stand revision upwards. I shall not bother to recite specific 
cases. 

But our friends, the free traders—and I use that term in all sincerity, for it is 
one of the marvelous values of Americanism that we can have honest differences 
of opinion and still basically remain friends—our friends, the free traders, for 
the most part offer us not a policy of tariff correction, but of tariff reduction, 
with an extreme—free trade, elimination of all tariffs—as an ultimate goal. 

I do not for a moment doubt the sincerity of the advocates of free trade. In 
fact, I think we can start out on a common meeting ground. Certainly, no one 
can question the desirability, if not the downright necessity, of following inter- 
national policies that will enhance the domestic economies of free nations and 
at the same time strengthen their ability to resist Communist aggression. 

Certainly also, no one can doubt the pivotal position of the United States. 
Whether we prefer it so or not, we are the mainstay of the free world, and the 
health of other nations is in a large measure dependent upon the health of our 
own economy. If we fail, to whom can they turn? 

For this reason, as well as for reasons of natural human self-interest, we can 
all agree that our policies must be such as to strengthen, rather than weaken, 
our own economy. 

Up to this point, and laying aside any questions of personal prejudice or self 
interest, surely both free trader and protectionist can be in accord. These are 
honorable motives and, in the light of current world history, motives which may 
well be essential to survival. 

But from this point on we find ourselves following divergent paths. he 
plain fact is that, since this Nation has never operated under a system of free 
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trade—no one really knows what would happen, either to us or to other nations, 
if the United States were to adopt a policy of free trade. 

So, in general, the question resolves itself to hypotheses, opinions, and as- 
sumptions. The advocate of free trade says, for example, “The American work- 
er’s standard of living will be increased if he can buy a cheaper Swiss watch 
and a cheaper English suit.” To which the protectionist counters: “True, if 
that American worker can at the same time hang onto his present job and his 
present income.” 

Unfortunately, we cannot reduce such complex human and economic factors to 
laboratory experimentation. We cannot even subject it to pilot plant limitations. 
We are frustrated by our inability to employ scientific design in economic and 
political policies. 

The long range free trade idea is a most entrancing thing. It has intrigued 
experienced economists and high school debaters for years. And in one light, 
at least, it seems a very American thing. 

It says, in effect, let each produce that in which he is the most efficient either 
by virtue of material advantages or skills. It isa concept of specialization which 
we in America have perfected almost to an art. Our great industrial progress, 
and the standard of living which resulted, have been based upon this principle. 
And we have bolstered it by throwing down trade barriers between the States 
and legislating to prevent monopolies. 

So the advocate of this hypothesis has a fine American tradition as an ally, 
And he can point to our own thriving economy and say, “Behold what freedom 
from trade restrictions has done for the 48 States.” 

I refuse to admit, however, that sauce for the goose is automatically appropri- 
ate for leg of lamb. In the case of the 48 States all business has, in general, 
operated under the same laws. It has enjoyed the same rights and privileges 
and been subject to the same responsibilities. It has utilized a common currency 
and drawn its labor from a people having equal rights and privileges, relatively 
uniform levels of education and well being, and complete freedom of movement 
from State to State. 

Most important of all, perhaps, the several States, and the industries within 
them, have for nearly a hundred years been free from the fear of internal war. 
No State has had to concern itself with self-sufficiency as a military defense 
against its neighbor. 

Now when we go beyond our borders, and particularly when we go across the 
oceans, we find no such uniformity. We find, instead, a perplexing variety of 
laws, of customs, of national policies, We find no uniformity of currency between 
nations. We find instead currencies that are unstable, that are forever changing 
their relative values, and that are frequently subject to arbitrary manipulation. 

We find vastly different social customs and levels of well being. We find people 
with real wages so low they would be fabulously happy with what in this country 
is regarded as a substandard wage. 

And we find vastly different business customs, with deeply rooted class distinc- 
tions that stifle economic freedom in the sense we know it. We find cartel 
marketing and other monopolistic practices not outlawed, but accepted, frequently 
encouraged by national policy and sometimes even entered into by government 
itself. 

We find all manner of deterrants to a free flow of trade between nations—not 
enly tariffs but quotas, embargoes, export or import subsidies, government trad- 

* manipulation of exchange rates, extreme nationalism, and on and on. 

« inally—and this, I think, is the most crucial point of all—we find no freedom 
from the fear of war and no assurance that such fears are unfounded. We find 
instead a long history of national prejudices, a long history of large and small 
wars and an almost constant reshuffling of allied groups. 

We have learned to our sorrow that our ally of today may be our enemy 
tomorrow, and, possibly, our friend again the day after. We have had war either 
staring us in the face or enmeshing us for the better part of two decades, and 
we look out today, sad and disillusioned, upon a world that for all our efforts 
at cooperation seems ever to be growing more explosive. The reading of our daily 
newspaper has become less a pleasurable relaxation than a chore which we 
approach each morn and evening, with curiosity, to be sure, but also with 
apprehension. 

Under such sorry conditions of civilization each nation plows with rifle in 
hand and forever must be looking over its shoulder for a possible enemy. It must 


gear its economy to the greatest possible degree of self-sufficiency and military 
potential. 
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Certainly, under such conditions, the United States, of all nations, can least 
afford to adopt policies which will tend to weaken her military potential or make 
her more dependent upon foreign sources for essential and strategic materials 
manufacturing facilities or know-how. 

So I submit gentlemen, that these many international variables, and the powder- 
keg state of world affairs, combine to render impotent the best intentions of the 
free traders. The beautiful theory that would assign to each the task in which 
he is most proficient is dashed down by the cold, hard facts of life as we today 
find them. 

I do not mean to be a warmonger or an alarmist. I simply say that we can ill 
afford to harbor glorious illusions. The time is not ripe for applying America’s 
internal trade customs on a global basis. 

So, turning from the idealistic to the more immediate and practical, let us 
examine a second hypothesis of the advocates of free trade—or perhaps it is a 
comb’ nation of hypotheses. At any rate, | am thinking of the “dollar gap” idea, 
and of the fine sounding slogan, ‘““Trade, Not Aid.” 

4 little scrutiny of existing trade balances indicates that the dollar gap is 
more figment than fact. I have here—quite accidentally, of course—a copy of 
the September 12, 1953, issue of the London Economist. I should like to read 
for you one paragraph from this publication, beginning on page 700. 

“Since the beginning of the year, the excess of American commercial exports 
over imports has all but disappeared, although exports as a whole seem likely 
to reach a new peak in 1953. As the chart shows, when military aid shipments 
are excluded, the merehandise accounts of the United States are virtually in 
balance. For the half year, with exports at $6.1 billion and imports at $5.6 
billion, the export excess was a mere $500 million, compared with over $1.8 
billion in the first 6 months of 1952. Indeed, on the ground that a certain amount 
of economic aid is included in the commereial exports, some experts believe that 
there was a slight import surplus. In any event, it seems certain that the mer 
chandise trade of the United States will be closer to a balance this year than 
it has been since the 1930's.” 

Now I do not want to be accused of quoting out of context, so I do not mean 
to imply that the London Economist has come out in favor of high tariffs for 
the United States. But at least this is an admission, from across the water, 
that the dollar gap is either largely or totally nonexistent. It is a recognition 
of an important fact of life. 

The October 1953, bank letter of the Guaranty Trust Co. of New York has 
this to say: “During the 15 months ended June 30, 19538, exports from the United 
States, exclusive of military aid, are running close to imports, and the small 
export surplus is much more than offset by the excess of ‘invisible’ imports.” 

Admittedly, the advocate of free trade will tell me that strictly commercial 
exports do not tell the whole story and that when exports under various aid 
programs are taken into consideration there still exists a real dollar gap. This 
brings us to the trade, not aid, idea. 

I will admit that from this viewpoint there is a dollar gap, and I will say 
this—that it is a very fine measure of the things we have given our neighbors 
across the ocean. And I will say further that their internal well being, their 
standard of living or however you want to put it, has thereby been enhanced 
more greatly than had we made up this gap in goods imported from them. As 
we tre wont te express it, they have had a bigger pie to divide. 

What am I saying! Am I playing right into the hands of the free trader? 
He says, that is precisely what we are talking about. Why should we continue 
to pay taxes to give all these things away. From here on, let’s make them earn 
them. 

Well, gentlemen, if the dollar gap is so horribly undesirable we could close 
it very quickly and simply. All we have to do is cut off all foreign aid. This 
will automatically terminate excess American exportation. However, I suggest 
no such drastic remedy. We are all in agreement, | am sure, that this country 
has a considerable stake in the welfare of the other nations of the free world. 
We need them strong militarily, to help resist the creeping wave of communism 
And we need and want them healthy internally as an antidote to the Commaunist 
ideology. 

Now then, in recent years we have exported many billion dollars worth of 
goods, at the expense of the American taxpayer and, I might say, with con 
siderable result. Part of this has been in an effort to help other nations rebuild 
their economies and their war ravaged industries. This has not been in vain 
The production of Britain and Western Europe now averages about 140 percent 
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of its level immediately prior to World War II. Meanwhile the population has 
increased only 17 percent. So they should have a relatively larger pie to divide, 

The American taxpayer in recent years has learned a patience rivaling that 
of Job, but certainly we can forgive him if he does not subscribe to the idea that 
he should go on forever sending part of his earnings abroad with no tangible 
return. The time seems to be approaching, and some think it may already be 
here, when Europe should be able to stand on her own feet. 

However, very properly, as Europe has recovered economically our aid has 
shifted more predominantly into the military category. In other words, the 
bulk of the money we are now spending abroad is to build military, rather than 
economic strength. Now, if we are proposing to replace military aid with domes- 
tic trade, we shall be defeating our purpose. If we want a billion dollars worth 
of military preparedness in some foreign country, the only way I can see that 
we can be sure of getting it is to put it over there. We cannot simply buy a 
billion dollars worth of yard goods or tuna fish and hope that the recipient 
country will put those dollars into guns. After all, they are only human, and 
I certainly could not blame them if they preferred to put those dollars into butter 

So if we must continue to build military stren’th abroad we must of necessity 
do it the way we have been doing it. And further, I might add, is that not the 
only fair way? Is it not more fair to spread the burden among our 160 million 
peonle rather than throwing it uron certain segments of labor and industry? 

There is another flaw in the free trade argument which I would like to touch 
upon. Most proponents of the trade, not aid philosophy, while concerned with 
enhancing foreign economies, are rightly concerned with effects unon our own 
economy. They recognize that a sudden throwing down of trade barriers at 
our shores would have a devastating effect upon certain industries and, residually 
upon the overall economy. So they suggest we adopt a policy of gradual tariff 
reduction. Some say let’s do it over 10 years—some say over 20 years. 

Now then, if foreign nations are suffering because of inability to sell in our 
markets. if they need a shot in the arm, then for the life of me I do not see how 
sprenadins this shot over 10 or 20 years would accomplish the purpose. Rather 
we should throw down all barriers immediately. 

There are many other points which, in my opinion, are seriously onen to 
question. There is the very great question of whether the simple expedient of 
opening our markets would have any significant beneficial effect on other nations 
in the face of multiple other foreign economic ills and restrictions. That is a 
complete subject in itself. 

Also a complete subject by itself is the question as to whether in place of aid, 
there is an actual need for foreign nations to make further inroads upon the 
American market. I will admit that the American mass market is the most 
attractive in the world. But certainly there are other markets. 

Already our friends across the ocean are recanturing markets which, of 
necessity, they lost. and we supplied, during World War II. This is narticularly 
noticeable in the Western Hemisphere, but evident in other countries as well. 
In Argentina, for example, we supplied 16 percent of their imnorts in 1937, were 
supplying 45 percent in 1947, but by 1951 had dropped back to 23 nercent. For 
the same years the figures for Brazil are 23 percent, up to 61 percent, and back to 
42 percent. In Turkey, 15, °3. and 12. The ficures for Jaran are most striking 
of all, but IT shall not quote them because I think we can allow the existence of 
special conditions in that case. 

In any event, it apnears that the free nations have good markets outside the 
United States. Furthermore, in my opinion, they would do well to copy us in 
stimulating their own domestic markets by placing more spendable income in 
the hands of their populations. A million men with a dollar each are a greater 
force in the marketplace than one man with a million dollars. 

So these are the questionables on one side of the coin—and I will summarize 
merely by saying that there are certainly many grave doubts as to whether 
reduction or elimination of United States import duties would significantly 
benefit friendly nations or further our international objectives. 

Now, I should like to flip the coin over and examine briefly some of the 
possible or probable hazards to our own economy. 

Here again, no one really knows what would happen. We can find potentials, 
but it is harder to find actuals. We can estimate with fair accuracy the effect 
upon certain isolated items or industries, but it becomes well nigh imnossible 
to trace the ultimate effects through the complex pattern of our economy. 

The other day, for example, we took the annual dollar value of all the products 
we in Dow Chemical make that are subject to import duties. Then we reduced 
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this fizure by the amount of duty that would apply—in other words, we reduced 
our selling price by the amount of the duty on the number of pounds we sell. 
And we found out that on this assumption our profits would be completely 

ped out. In fact we came out in the red. And incidentally, another chemical 
com! any recently arrived at an almost identical conclusion. 

Now we can set this against the wages we pay and find that in order to main- 
tain our profit we would have to reduce our total labor bill by more than 50 per- 
cent. I don’t know whether we fire half of our employees or simply cut all their 
wages in half. 

The obvious fallacy in this is that it assumes that foreign industry would be 
ready, willing, and able to enter our markets with sufficient quantities of all these 
items and at prices represented by the tariff differentials. 

This, of course, would presumably not be the case. So we cannot say, “This 
is what would happen to us.” We can only say, “This is what could happen 
to us.” 

But, gentlemen, I can assure you that this is a sufficiently ugly potential that 
we in Dow Chemical are not inclined to regard free trade agitation with a light 
heart. 

Dr. Howard Piquet, senior specialist in international economics for the Library 
of Congress, has written a book on the increased inflow of foreign goods under 
free trade from a standpoint of probabilities rather than possibilities. There 
seems to be more than a small doubt as to what his findings mean. 

However, durinz the tariff panel of the National Industrial Conference Board 
last spring one member of the panel addressing Dr. Piquet said, “Your book 
leaves the impression that a lot of people wou'd be hurt and no one would pe 
benefited.” And Dr. Piquet replied, “If that is the impression, I should be happy, 
for I fear that the greater danger is that I shall be accused of being a ‘free 
trader’.” 

In spite of the many effects which we don’t know for sure, there are a few 
things which we know to be fact. We know, for example, that foreign labor, in 
general, is low paid in comparison with American labor. Their monetury wagvs, 
with exceptions in both directions, average 20 to 25 percent of those for simirar 
jobs in this country—and their real wages are likewise lower though not so dris- 
tically so. 

We know that in isolated instances we excel in technology or other advantages 
to a degree sufficient to offset the wage differential. But, we also know that in 
other instances (and this is true in regard to chemical production) we have o0 
such superiority. 

Now the only conclusion I can draw here is that in those cases, on a free trade 
basis, we should be undersold in our own markets by foreign competitors. I 
believe the advocates of free trade admit this is a probability but they come up 
with the pat answer that the workers thus displaced can be absorbed by what 
they term “relatively more efficient” industries. 

This is a credible theory, except for one fact—human beings somehow refuse 
to become statistics. You cannot uproot people with a bulldozer, load them on a 
truck and transport them to some place that suits your convenience—at least not 
in a free and democratic society. 

If you think displacement of labor is a small problem, ask John L. Lewis. 
For 10 years or more we have, pretty generally, had a surplus of coal miners 
in this country as a result of increasing use of oil and gas in place of coal. 
Ten years is quite a period of time—yet somehow those coal miners don’t seem to 
move, and so today we find them working 3 days a week or so as a means of 
spreading the work among them. 

The only conclusion I can draw is that, one way or another, when we are 
faced with competition from people who are willing to work for one-fourth as 
much as we are—or even less—we shall inevitably downgrade the standard 
of living of our own people. And to me, gentlemen, that will be importing 
depression. 

There is another consideration—one which I devoutly wish did not even enter 
the picture. But it does, and—if such a thing is possible—ever more importantly 
than the protection of our high standard of living. That consideration is 
defense. 

We are perhaps the most self-sufficient of all nations of the world. And our 
military potency has been not one alone of capable fighting men, or of industrial 
genius and magnitude, but one also of being able to produce a maximum of 
essentials with a minimum of dependence upon others. 
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Modern war is a highly complex business with a phenomenal multiplicity of 

requirements. What industry, gentlemen, is expendable? What industry dare 
we allow to slip away where it may be blockaded from us in time of need? Cer 
tainly not steel. Certainly not chemicals or electronics. Movies, perhaps? 

Or am I wrong? I somehow hear some high military people reminding me 
that the excellence of our training films was a potent factor in converting shoe 
salesmen and lawyers, shall I say, into capable fighting men, efficient in handling 
the complex weapons of modern warfare. 

I most naturally am concerned for the chemical industry. But I don’t think 
you can point the finger at any industry and say, “This is expendable’’—eithe 
from a standpoint of military need or simple human charity. 

I do not mean to imply that the advocates of free trade ignore this important 
factor. They admit the necessity of protecting what they call “essential” indus 
tries, although perhaps we should not entirely agree as to what is and is not 
“essential.” They say, in effect, industries essential to defense must either be 
protected or “kept in constant readiness.’ 

The protection I can understand, but I should like to know how you keep in 
“constant readiness” an industry which is closed down. 

During World War II we had the privilege of operating some rather impor 
tant facilities for the Government. With the armistice, some of these were closed 
down and later reopened. And I can tell you that when you take a plant out of 
mothballs you don’t simply walk in and throw a switch. 

But there is another angle to this that has perhaps been overlooked. And 
again it is a human angle. I will admit that perhaps you can put a plant in 
mothballs and, if the need arises, get it into operation more quickly than starting 
from scratch, although the factor of obsolescence keeps creeping into the picture. 
But, as Dr. Frank Simons so aptly expressed it not long ago, you can’t mothball 
brains. 

This is a rapidly changing world; and if we are to keep pace, we cannot afford 
to let our technology, our know-how, our investigative impetus, slip beyond our 
reach. And I submit that the only way we can keep it here and keep it advance 
ing is to keep it actively engaged at home by permitting it to be profitable 

Well, I have, of course, not begun to cover the waterfront ; otherwise we should 
be here all night [ have not, for example, delved into the question of the extent 
to which, under free trade, American industry would be forced or encouraged 
to emigrate to other countries in order again to make itself competitive by com 
bining American capital an’ know-how with the relatively cheaper foreign labor 
Such moves would quite obviously not be beneficial to American labor and its 
purchasing power, nor would such facilities be likely to serve us well in the 
event of war. 
its implications. 

If | might summarize my remarks to this point, I would say that I briefly 
tried to depict the free-trade theory as a gamble of very poor odds—as a coin 
holding vague and doubtful benefits on the one side and very grave dangers on 
the other. 


This possibility again could be a separate subject, so vast are 


Now, I always feel a man is a pretty poor sort if all he can do is get up and 
say “This is no good” without offering something constructive, or at least posi- 
tive, in return. So I would like to summarize very quickly some steps I think 
this Nation should take. 

Probably it is safe to say that in our time such advantages in world trade as 
we hope to gain must come as a result of negotiation. Weare not an imperialistic 
people. 

For this reason, I believe that a reciprocal-trade-agreement program, properly 
safeguarded and soundly administered, offers best means whereby we may survive 
and prosper in the field of international trade. 

As to what technical changes should be made in reciprocal-trade legislation, 
that is a vast subject—one to which the President’s commission will devote many 
months of study. But I do feel strongly on a few points which seem to me of 
paramount importance. They constitute my tentative program, my personal 
opinion, and I offer them as such: 

First, I believe that the so-called most-favored-nation clause—a contradiction 
in terms, by the way--should be done away with, and that each trade agreement 
should be made bilaterally and that its effect be limited to the nation with whieh 
the agreement is made. 

Next, I believe that in every instance the agreement should include precau- 
tionary provisions to prevent a signatory nation from importing goods solely for 
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transmittal to the United States when these goods are on the favored list with 
respect to that country. 

| believe the escape provisions in the present law should be broadened and 
their application made possible without the tremendous amount of red tape now 
involved. Also, I believe the peril-point provision in the Reciprocal Trade Agree- 
ment Act should be simplified and the burden of proof made less onerous. 

So far this seems to be all take and no give, doesn’t it? 

Well, I also believe that certain tariff revisions are in order—for example, in 
the case of materials in which we have no domestic source of supply. I only 
isk that such revisions be made carefully, selectively, and with the welfare of 
the American economy as the pervading yardstick. 

I believe also that some of our customs procedures should be further simplified 
to remove many nuisances and uncertainties that now tend to interfere with 
the free flow of commerce. 

Then, while there are admitted dangers in allowing tariff negotiations to 
become politically dominated, I believe we would be doing the free world a 
service if we used trade negotiation in such a way as to encourage other nations 
to do away with various restrictive practices which now obstruct freedom of 
trade on a multilateral basis. 

Finally, I would suggest that in order to accelerate the economic development 
of other nations we broaden our program of insurance of American investments 
abroad. This insurance might well cover expropriation, currency depreciation, 
and obstacles governments put in the way of profit remittances and capital with 
drawals. This might be done privately or under Government sponsorship. 

Well, gentlemen, perhaps I have sounded like an isolationist. I am not so old- 
fashioned as to view the United States as a tidy little package aloof from the 
rest of the world. 

But of one thing I am certain: We have in this country built a way of life 
It has been good enough that we should like to find some means of extending it 
to others. And it has been strong enough that those others already recognize 
it as the bulwark of the free world. 

It should, therefore, be not only our desire but our duty to world society to 
protect that way of life at every turn. With all our imports, gentlemen, let us 
by all means not import depression. 

Dr. Coutrer. My whole thought is that we must protect ourselves or 
nobody will protect us. If the United States does not analyze its 
resources, its problems, and its economies and its welfare and se- 
curity, nobody that I know of, and I have studied the history of this 
country, the other countries, and I have traveled over them all and I 
have studied their hundreds of years of histories and I don’t know of 
anybody that is going to do anything of this kind for us except our- 
selves and the Constitution says who shall do it and it says the Con- 
gress shall, customs, duties, regulate commerce, create a currency, de- 
termine its exchange value, advance the resources, natural resources, 
assist the science and engineering, and on down the list. 

That is the duty of the Congress of the United States, speaking for 
the people. That is where the thing must be attacked. That is “why 
[ was willing when you suggested that I come up. 

Senator Matong. Then you do believe, as I deduct from your testi- 
mony, that Congress should allow the 1934 Trade Agreements Act to 
expire and the duty of fixing the duties, imposts and excises or tariffs 
and import fees or whatever they are called, revert to the Tariff Com- 
mission, an act of Congress under the 1930 law ? 

Dr. Coutrer. Except that I would say a reconstituted Tariff Com- 
mission, or a redefined, and be sure that the experience we have had 
and the criterion that we have developed are incorporated for their 
guidance because I know as a former member that to try to right 
offhand start reviewing hundreds and hundreds of these cases would 
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be a task and I would not want the Congress to just think now in one 
gulp you can solve this whole thing for 5,000 commodities. 

I would say let the present act expire on June 12, 1954, and with it 
GATT, the international agreement, and reconstitute the Tariff 
Commission or whatever you want to ‘call it, judicial function as an 
agency of Congress, and charge it with duties and spell out as far as 
need be the criterion of preserving the tariff method of procedure as 
the most automatic but also bringing in the useful or quantitative 
limitations. 

This may be sliding scales having as a goal the widest possible 
diversification and flexibility and utilization of our resources so that 
our labor, industry, and economy shall be sound and so that we can 
contr'bute most to ourselves and to the world at large in this new 
period that we are entering into. 

That is a mouthful, but that would be roughly the chore that I would 
assign. 

Senator Marone. I think that is about as well stated as I have ever 
heard it said. 

What you would like to see, as a matter of fact, would be a specific 
principle laid down by Congress with enough detail and instruction 
for the Tariff Commission to follow that principle on, say, the basis 
of fair and reasonable competition in foreign trade with foreign coun- 
tries on a fair trade basis? 

Dr. Courter. That may be the right language. 

Senator Marrone. I am not attempting to adopt it as language, but 
I am trying to search for something that would express “definitely 
what we would like to do. 

Dr. Courrer. I have worked for the last few days with a group 
known as the American Tariff League, drafting 2 or 3 pages or so of 
resolutions, rephrasing or supplementing the position which they have 
taken for many years. I have been on their advisory staff. I have 
never been 2 member, but I have been on their advisory staff. 

I will have, in another day or two, a final revised copy of their reso- 
lutions which were adopted yesterday. 

Senator Martone. Would you like to submit those resolutions as a 
part of your testimony ? ? 

Dr. Covtrer. I would like to submit their resolution as conform- 
ing to the way it looks to me, both as to phraseology and as to scope, 
which runs along these lines closely, but it is a little more complete 
In some respects. 

It does include the Trade Agreement Act and will give it an honest 
burial on next June 12. Let us reconstitute our Tariff Commission 
and restore functions and promote diversification and flexibility and 
soon. We have tried in that page or two to restate in very brief form 
the factors which we believe, after many years of study, to be very 
fundamental. 

Senator Martone. You would like to revert to the Constitution of 
the United States? 

Dr. Courter. I absolutely start off with the Constitution, which I 
used to teach in college and university and have lived by ever since. 
I believe it was a marvelous job and should be perpetuated. 

Senator Matonr. I do not know how they teach the Constitution 
of the United States in modern times, but I had a teacher in grade 
school that forced us to memorize the Constitution of the United 
States so you could get up in class at the end of your study of the Con- 
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stitution and recite it. Iam not advocating that at the moment, but it 
did not hurt us any. 

Dr. Coutrer. No. I think there is a great deal in the Declaration 
of Independence and the Constitution, the Bill of Rights, and so forth, 
that is so fundamental that it should be the starting point of our 
courses in government economics. 

Senator Martone. The Bill of Rights? 

Dr. Coutrer. And our whole system that we should make that fun- 
damental for every American child. We have 150 or 175 million 
people, | and unless we intelligently utilize our resources along sound 
economic and political prine iples, we cannot ourselves hold our own. 
Nobody else is going to do it for us. All I have tried to do here is to 
throw in a few illustrations of how time after time a group here and 
a group there, whether it be Japanese camphor or the quinine crowd 
or the tung oil in China or the sugar in Cuba or the petroleum in 
Maracaibo or the rubber in Malaya—I have just thrown out illus- 
trations. 

We have done all sorts of things. Sixty percent of all of our 
imports are at the present time free of duty. 

Senator Matone. Most of our imports have never had a duty. 

Dr. CouLrer. They all had in the first act. 

Senator Matone. Under the revenue conception. 

Dr. Couurer. As revenue. For the first 25 years it was exclu- 
sively revenue. For another 25 years it provided 90 percent of our 
total revenue requirements until we got up into the period of excises 
and income tax. The historical background is very important, I 
think. 

Senator Matone. Dr. Coulter, you have touched briefly the effect of 
the manipulation of foreign currencies and value in terms of the dollar 
for trade advantage. Do you have a list of such range of values by 
country with any explanation as to how they operate that would be 
helpful to the committee ? 

Dr. Counter. It would call for quite an elaborate presentation. 
We do have, of course, the official exchange rates of all the countries 
in the International Monetary Fund and with the bank, but when 
you look into it you find frequently the same country will have 
as Many as 5 or 10 different exchange rates. 

Senator Matonr. That is correct. That is what I had reference 
to. 

EFFEECT OF CURRENCY FLUCTUATIONS ON EXPORTS AND IMPORTS 

Dr. Couurrr. They are flexible, and frequently the exchange rate 
will shift with each license. They have export-import licenses and 
permits, and they are able for some particular exporter or importer 
to grant special concessions and the rates are willy-nilly one way and 
then the other every day. They enter into barter arrangements, bi- 
lateral barter arrangements with each other. They have various other 
methods of procedure, not only in exchange but with quotas. 

We are permitted in some countries merely to send in a sample of 
what we formerly sent in. I have such material. I am on the favored 
mailing list in Geneva of GATT, because I pay a price for everything 
they get out, mimeographed or otherwise. I pay to have it air 
mailed here. It costs me an extra amount every month so that I have 
the reports regularly and know from day to day just what each 
country is doing , just what new deal it has entered into. 
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I have all that information. but manifestly to give it here offhand 
would be quite a chore. Even to compile it would be quite a volumi 
nous record. 

Senator Martone. Dr. Coulter, I would like to discuss with you 
further at your convenience an arrangement where we might acquire 
not only the factual information in this regard, but your oe 
and explanation as to its effect. I think I understand part of i 
I have studied it for a time, not as long as you have. 

I understand, for example, that Chile, one of our South American 
countries, is very friendly to the United States. 

Dr. Coutrer. Chile is very fond of the United States, but they are 
fonder of Chile and Chilean nitrates and copper and so on. 

Senator Martone. And why not? 

Dr. Couurer. The more they can sell to us at higher prices, that 
suits them all right; provided by putting the prices up fuer do not 
lose quantitatively. You have to constantly analyze when we have 
strikes and troubles and other things in these various countries. 
Executive authorities do things, but they haven’t money to run the 
vovernment. Then we furnish the Government with money, and so 
on: all the complicated problems involved. 

Senator Martone. On the date that this debate took place about 
extending the free trade on copper during the last session of Congress, 
I had studied in detail and—through considerable reserve, I think— 
had all of the facts on Chilean exchanges. There were 7 different 
exchanges effective as of that moment. One of them, for example, 
was a 19.37 pesos to the dollar that was embodied in a contract with 
our own copper companies, the Kennecott Copper Co. and the Ana 
conda C opper Co., both operating in my State of Nevada, that they 
must pay $1 for each 19.37 pesos, from memory T would say, for all 
the transactions in the payment of their labor and for materials pur 
chased from the Chilean Government. 

Dr. Coutrer. That was called the separation rate, but the official 
rate for Chile at that time was 31 instead of 19.37. 

Senator Martone. That is right, it was 31. The market on the street 
was about 140. 

Dr. Coutrer. The commercial rates were running more recently, 
as distinct from the official rates, at 43, 50, and 60. 

Senator Martone. Find the off-the-record, the street rate, or the 
black-market or actual rate. It was around 140. 

Dr. Couurrer. During July and August of this year it has been 
running 110. 

Senator Martone. It was running more than that. 

Dr. Courter. It was around 110 beginning July 8. That merely 
illustrates the very point that it would take quite a voluminous exhibit 
for all the different purposes. The different countries have their 
flexibilities and their controls, and they are controlling us. They are 
determining our economic policy of developing our resources, of em- 
ploying our labor, keeping our industries going, by their v: atte 
manipulations which they are permitted to do under GATT, as, if, 
and when they have an imbalance in trade. 

Senater Martone. That is.true. In this unofficial rate, when any 
workingman in Chile went on the street to buy his bread. coffee, or 
whatever he drank or whatever he ate, it cost him 140 to 160 pesos to 
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the dollar. So,as a matter of fact, our companies were entirely truth- 
ful when they said their labor was costing them 7 or 8 dollars per day, 
because they had to pay a dollar for 19.37 pesos; whereas, as a matter 
of fact, they should have paid a dollar for about 150 pesos. 

The labor was actually getting about $2.40 a day. They never 
raiséd the labor. But the Government was getting the difference 
between the $2.40 and the 7 or 8 dollars per day. So through this 
manipulation that resulted finally in a demand for 36% cents, and 
our acceptance of that 361% cents, in payment of copper from Chile 
for a time when we had our own copper companies here, domestic 
production, at 2414 cents for a ceiling. A 

If I had the time or if anyone had the time—and I know the time 
it takes—we could prepare each country under all its transactions, as 
I did for Chile, in its relations with the United States. 

Dr. Coutrer. For 2 or 3 items, for a few commodities, but I have 
i list here of 5,000 commodities involved. 

Senator Martone. Take, say, 15 of the principal commodities of 
imports from Chile and 15 of the principal exports, and you have 
perhaps 90 percent of their trade. So it would not be too difficult to 
do that. It would not be difficult, but it would be a tedious thing. 
So knowing that you are an expert in the foreign trade field, and as 
this affects foreign trade, I would like to discuss with you further, 
at. your convenience, a method for youto do this:job for the committee. 

If you have no further statement to make at this time or exhibits 
to submit, we will leave it in this category, that anything you have 
said today may be reviewed by you for completion or correction or 
additions; and if we can make satisfactory arrangements, I hope that 
you will review the entire subject of foreign trade with all of the 
foreign nations with which we deali—our own foreign trade—and the 
multiple values in terms of the dollar for particular purposes. 

At one time in a debate on the Senate floor, I believe in 1948 
1949, or 1950, I found 28 different values of the pound in the sterling 
bloc, depending on whether they wanted to encourage imports or 
discourage certain imports. In other words, if they wanted to dis- 
courage them, they would merely fix the value of the pound it took 
to.drop it out of the transaction. 

Dr. Coutrrr. If you have licenses andpermits and-individual barter 
arrangements back and forth between the countries, that can all be 
done. 

Senator Martone. Take the little country of Colombia. I had occa- 
sion to go into that at one time. I went to Colombia, to Bogota, and 
discussed this matter with officials of the Government and with cer- 
tain industrialists who were there. 

You had to have a trade permit or a permit to import. You had to 
have an exchange permit for your money. Otherwise, you could not 
possibly get paid for your goods. Then when you finally exhausted 
every avenue from one Government department to another—if pos- 
sible—you could enter your goods, it was even more complicated than 
our own bureau system, which is compheated, when you want to 
find out what is going on in a certain category. 

Many businessmen trying to deal with the country of Colombia 
exhausted themselves and came home before they could get every- 
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thing ironed out. I think that is true of other countries. I am not 
blaming Colombia, because I think that they take care of themselves, 
which they should properly do, but that we have not learned over a 
period of years or at least we have forgotten how to take care of 
ourselves. 

I suggest to you, Doctor, that under your suggestion, if Congress 
were to take your suggestion and allow this 1934 Trade Agreement 
Act to expire and revert to the Tariff Commission, or a reorganized 
tariff commission, with a more specific field of authority, the manipu 
lations would have little or no effect, because they could be compen- 
sated for by the fixing of the duties. 

Dr. Couurer. If they could be flexible in rates and also flexible in 
quantities permissible under the rates, criteria could be worked out 
I have every confidence. 

Senator Matone. To take cognizance of these various values? 

Dr. Coutrer. Unfair methods of competition, countervaling duties, 
and so forth, could readily be provided for, but it could not be pro 
vided just offhand and on a few minutes’ notice for all the countries 
and all the commodities. 

Senator Matone. That is true. 

I take this opportunity to say to you that it is my firm conviction 
that if the people of this Nation—I am talking now about the folks 
out there in the country making a living the hard w ay and trying to 
produce, whether it is cattle, sheep, minerals, property, textiles, pre- 
cision instruments, or any one of all the commodities—you say 5,000 
are listed in your book—suddenly find themselves defeated through 
no action of their own, but through an action of Congress or through 
an action taken by the State Department or some other department 
authorized by Congress, and many times not even understood by the 
Members of Congress, it is my firm belief—and I have so stated on the 
Senate floor—that they would move on this Capitol without waiting 
for another election. 

Dr. Coutrrr. Instead of producing woolens and worsted and so 
forth as we do, we might conserve the grass out there for future gen- 
erations. We have resources in this country if we intelligently utilize 
them. And we can provide for our own employment. 

Senator Matonr. It has been a source of great regret to me that the 
things that you have said here this afternoon are manipul: ated utterly 
to conceal their effect upon the producers and the consumers which 
make up the population of this Nation; and every move the Govern 
ment makes, apparently, so far further distorts it. 

I hope that the three committees you mentioned this afternoon each 
shows up with its work well done. It is my earnest opinion that the 
2d session of the 83d Congress could very well be one of the most 
important sessions that the Congress of the United States has ever 
held. 

Dr. Covurer. If it meets this problem. 

My illustrations and so forth, I am afraid, have been quite rambling. 
I was not prepared with a definite brief of any sort because I am not 
speaking for any organized group. 

Senator Martone. That makes you all the stronger before the com- 
mittee. 
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Dr. Couurer. If I can be of help, I want to be of help. 

Senator Matone. Dr. Coulter, again expressing our appreciation, 
| will discuss with you ways and means of securing your services to 
do a job for this committee in such manner that the members of the 
committee and the Senate of the United States can understand what 
they have actually authorized be done in this country or to this coun- 
trv. however it might be expressed. 

‘We thank you very kindly. 

(Whereupon the committee recessed to reconvene at 9:30 a. m.. 
Wednesday, February 24, 1954.) 
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WEDNESDAY, FEBRUARY 24, 1954 


Untrep Sratres SENATE, 
SUBCOMMITTEE ON MINERALS, 
MATERIALS, AND Furts EconoMIcs OF THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D.C. 


The subcommittee met at 2 p. m., pursuant to call, in room F-41, 
the Capitol, Washington, D. C., Senator George W. Malone (chair- 
man of the subcommittee) presiding. 

Present: Senators George W. Malone, Nevada (presiding), and 
Earle C. Clements, Kentucky. 

Present also: Jerome S. Alderman, counsel to the subcommittee; 
George B. Holderer, subcommittee engineer. 

Senator Matonr. The subcommittee will be in order. 

Dr. Coulter, we have looked forward to your testimony before this 
committee, and the chairman, speaking as one member of the commit- 
tee, feels that your testimony based on your long experience in indus- 
trial affairs coupled with your service on the Tariff Commission 
should be very valuable to the committee. 

You are already familiar, I am sure, with Senate Resolution 143 
which directs this subcommittee to determine the availability of the 
critical materials to this Nation in time of war for our expanding 
economy and for our security. 

The testimony so far from Generals Albert Wedemeyer, Bonner, 
Fellers, and Johnson, and Major DeSeversky was unanimous that the 
Western Hemisphere would be the only dependable source of supply 
for critical materials in time of war and that any transportation of 
strategic materials across either major ocean from other continents 
after a war started would be subiected to aerial attack and our ability 
to maintain lines of supply would in a matter of a few hours become 
extremely doubtful and highly problematical. 

That being the case, emphasis is placed directly on the supply of 
such materials from within this hemisphere. 

This, of course, requires that we must adopt policies and principles 
through the Congress of the United States that will encourage a 
maximum production in this country coupled with a program to 
augment our supply from the Western Hemisphere nations. viz, South 
America and the other nations in North America such as Canada and 
Mexico, and of course Central American nations, so that we could 
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become self-sufficient in critical materials in time of an actual all-out 


war. 
The testimony from the 


Sureau of Mines engineers has already 


been printed in volume I of our hearings and I am sure you have ( 
seen it. Our record also includes testimony of private producers and C 
private engineers, such as Mr. Fletcher, who is president of the AIME $A 


and also president of one of the largest lead and zine companies in 
They testified that we can on a 2- to 4-year program, | Hi 


the world. 


considering substitutes and replacements, become self-sufficient in li 
the production of everything we need to fight a war with or live at 
peace, with the possible exception of industrial diamonds, which is je 
not considered too serious because it is an easily stockpiled material, 
Furthermore, testimony given by Mr. Oliver Ralston, whom you Ji 
know and whom I consider one of the outstanding engineers in the 
world, that the use of industrial diamonds could be cut in half through 
improvements in methods in the use of industrial diamonds. 
That being the case, what are the principles and the policies that 
the Congress of the United States should adopt to bring about the H 
maximum production in this Nation? 


Before you start your testimony, I want to insert in the record at 
this point a list of such critical materials, labeled current list of 
strategic and critical materials for stockpiling. 
minerals and nonminerals under group I and minerals and nonmin- 


It is divided into ™@ 


— ts te ee 


erals under group II. There are approximately 77 such materials, 


(The list referred to follows:) 


List oF STRATEGIC AND CRITICAL MATERIALS 


GROUP I. ACQUIRED BY PURCHASE 


Abrasive crude aluminum oxide 
Aluminum 
Antimony 
Asbestos, amosite 
chrysotile 
crocidolite 
metal grade 
refractory grade 


Ashestos, 
Asbestos, 
Bauxite, 
Banvite, 
Beryl 

sismuth 
Cadmium 
Celestite 
Chromite, chemical grade 


Chromite, metallurgical grade 
Chromite, refractory grade 
Cobalt 

Columbite 

Copper 


Corundum 
Diamonds, industrial 

Fluorspar, acid grade 

Flourspar, metallurgical grade 

Gran hite, amorvhous lump 

Graphite, crucible grade 

Granrhite, lubricant and packing grade 
Kyanite 

Lead 


Magnesium 

Manganese ore, battery grade 
Manganese ore, chemical grade 
Manvanese ore, metallurgical grade 


Mercury 

Mica. muscovite block, good stained and 
better 

Mica, muscovite block, stained (adio 


tube quality ) 
Mica. muscovite film 
Mica muscovite splittings 
Mica, phlogopite splittings 
Molvbdenum 
Nickel 
Platinum group metals, iridium 
Platinum group metals, platinum 
Quartz crystals 
Rare earths 
Selenium 
Tin 
Titanium 
Tungsten 
Vanadium 
Zine 
Uranium 
Thorium 
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Nonminerals 


Bristles, hog 

Castor oil 

( mut oil 

Cc ige fibers, abaca 

( ge fibers, sisal 

Cotton, extra long staple 

Feathers and down, waterfowl 

Hyoseine 

Jodine 

Jewel bearings, instrument Jewel except 
vee jewels 

Jewel bearings, Sapphire and ruby vee 
jewels 

Jewel bearings, watch and timekeeping 
device jewels 


Opium 

Palm oil 

Pyrethrum 

Quinidine 

Quinine 

Rubber, crude natural 

Sapphire and ruby 

Shellac 

Silk 

Sperm oil 

Tale, steatite, block 

Vegetable tannin extract, chestnut 
Vegetable tannin extract, quebracho 
Vegetable tannin extract, wattle 


GROUP II, ACQUIRED BY TRANSFER OF SURPLUS 


Minerals 


Bauxite, abrasive 

Cryolite, natural 

Graphite, erystalline fines 

Iimenite 

Mica muscovite block, stained and lower 
Mica, phlogopite block 

Platinum group metals, osmium 


Platinum group metals, palladium 
Platinum group metals, rhodium 
Platinum group metals, ruthenium 
Rutile 

Selenium 

Zirconium ore, baddeleyite 
Zirconium ore, zircon 


Nonminerals 


Agar 
Cotton 
Diamond dies 


Optical glass 
Tale, steatite, ground 
Wool 

























Emetine 


Senator Martone. Following that insertion I will offer for the rec- 
ord at this point Senate Resolution 143, 83d Congress, 1st session. 
I have already described that. 

(The material referred to follows:) 


[S. Res. 143, 83d Cong., 1st sess.] 


RESOLUTION 


Resolved, That the Senate Committee on Interior and Insular Affairs, or any 
duly authorized subcommittee thereof, is authorized and directed— 

(1) to make a full and complete investigation and study of the accessibility 
of critical raw materials to the United States during a time of war; 

(2) to study and recommend methods of encouraging developments to assure 
the availability of supplies of such critical raw materials adequate for the 
expanding economy and the security of the United States; 

(3) to report to the Senate at the earliest possible date, not later than Janu- 
ary 31, 1954, the results of its investigation and study, together wih its 
recommendations, 


Senator Martone. Dr. Coulter, I have discussed this matter with 
vou before. I know you have given it a lifetime of study. I want to 
simply leave it in your hands to describe to this committee the study 
that you have made of the accessibility of strategic and critical min- 
erals and materials, including the historical record of this Nation 
and other nations of tariffs and trade policies, military practices of 
this Nation and for other nations and any factors at all that you 
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think will be helpful to this committee in arriving at the proper 
recommendations to the Senate of the United States. 


FURTHER STATEMENT OF DR. JOHN LEE COULTER 


Dr. Coutrer. Mr. Chairman, I would like, if I may, to begin by 
reading what I have noted here as prefatory observations on the gen- 
eral subject Customs Duties (or Tariffs) and Trade With Foreign 
Nations. 

It goes without saying that no one person, no matter how well 
informed, could, in a period of 3 or 4 months, hope to draft a com- 
prehensive report on all aspects of so complex a bundle of related 

woblems as come within the bounds of the short title “Customs 
bbuties (or Tariffs) and Trade With Foreign Nations.” 

The whole range of taxes and fiscal policies is involved as well as 
all aspects of national and international currencies and exchange. 

Policies of about 100 separate political units (nations or countries) 
must be examined and at least 5,000 commodities are involved in our 
foreign trade. 

Dozens of complex economie and political principles and policies 
must be examined ranging from the extremes of anarchy at one end 
of the spectrum to totalitarian communism at the other, with a dozen 
variables including our democratic Republic lying between. 

Most economic phenomena are subject to statistical measurements 
of many kinds including the use of averages, index numbers, ratios, 
percentages, and quotas, and extending over various periods of time 
back at least to the adoption of the American Constitution more than 
150 years ago. Political, defense, and security aspects of both tariffs 
and trade are involved but frequently do not lend themselves to ac- 
curate mathematical or statistical formula. 

On top of these and other less specific points this subcommittee is 
expected to wind up its studies with more or less definite recommenda 
tions on this whole complex subject. During the recent period of 3 
or 4 months I have prepared a total of 8 memorandums on various 
phases of this entire subject. Most of these were tentative or pre- 
liminary in nature. Most of them have been submitted to you as 
background material with the idea that at least some of them after 
revision might be suitable appendix or reference studies. I do not 
wish to offer them for inclusion at this time without most careful edit- 
ing although some of the material included in them has been used in 
preparation of this general statement which I am making today. I 
believe that a brief tariff history of the United States should also be 
considered as proper for inclusion as an appendix. 

I have a set of these various appendix materials which I would sub- 
mit after further study and conference with you and members of your 
staff to determine how much of this material would be suitable as 
appendix material, supplementary to what I may say in this oral 
statement. 

Mr. Chairman, as far as these appendix memorandums are con- 
cerned, I wish to tentatively submit them as a group to be placed as 
appendixes to these oral statements of today, subject to reexamination, 
some editing, possible improving upon them, and determination by you 
and the staff as to which of them might be included. = 
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Senator Martone. Doctor, as you know, the hearings before this 
committee have been quite informal because we want complete in- 
formation. Therefore, a witness may realize that any statement he 
might make is not complete without further research, so we let him 
review it for accuracies and completeness. That applies to you. I 
suggest that you offer it now as you go along and we can accept it as 
ar of the record or to be included in the appendix or as an exhibit 

ich will later be printed. 

” But we can decide here whether it is too voluminous to be typed in 
the record. That would not be necessary. We can also later decide 
whether it will appear at the end of your testimony or interspersed 
where you refer to it. So if you will offer your exhibits where you 
think they should be referred to in your prepared statement or oral 
testimony, then we will accept them subject to rearrangement later. 

Dr. Coutrer. That I would do at this time, then, as a group of 
exhibits because frequently one of these appendix nens en may 
refer to 4 or 5 or 6 or 7 different places in the oral testimony. 

Senator Matone. Describe them when you submit them so they are 
readily identifiable. 

Dr. Courter. Yes. 

Mr. Chairman, I have prepared a written statement in order to 
boil down as far as possible the major points that it seems to me are 
involved from the point of view of the phases of the subject which 
I have been asked to present. I wish to begin by inserting reference 
to section 1 of Senate Resolution 143, 1st session, 83d Congress, I 
think I need not read it because the Senator has already presented it. 

The study of acceptability of strategic materials includes within 
its scope the factor of tariffs, trade policies, and monetary practices 
of the United States and foreign nations, all of which have a bearing 
on the ability of the United States to produce domestic strategic and 
critical raw materials which we require in time of war and for our 
expanding domestic economy and national security. 

Dr. Couurer. These factors also touch upon the growing depend- 
ency of the United States on foreign supplies of strategic canarias 

These factor include the policies not only of the United States, but 
also of foreign nations, on tariffs, currency manipulations, and arti- 
ficial multiple convertibility of currency. They also include such 
restrictive measures as quantitative controls or quotas imposed 
through import and export licenses, subsidies on exports and penalties 
imposed on imports, nationalization of business, State trading, and 
various inflationary programs resulting from devaluation of currency 
and allocation of materials. 

Mr. Chairman, I am reading from the first copy here, but I have 
here 2 or 3 carbons. You could take either the original or a carbon. 

Senator Maton. I will take a carbon, and you may give the re- 
porter there a copy if you like to. 


BACKGROUND HISTORY 


Dr. Covurer. Without developing important details at this point, 
it should be borne in mind that from the passage of the first revenue 
and tariff act, July 4, 1789, to June 12, 1934, when the so-called Trade 
Agreements Act was passed, practically all attention was centered 
upon basic economic factors; whereas, during the recent 20-year 
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period since passage of the Trade Agreements Act, practically all 
trade and tariff administration and the regulation of commerce with 
foreign countries has been interwoven with general foreign policy 
with emphasis on military and political considerations. . 

Administration has been almost completely under the control of the 
State Department as indicated not only by the development of bi- 
jateral trade agreements but the attempt to transfer controls to an 
International Trade Organization (ITO), General Agreement on 
Tariffs and Trade (GATT), monetary manipulations leading to de- 
velopment of the Dollar Gap Hoax, the international-aid program 
developed under the Marshall plan and ECA, and finally, the mutual 
security program tied in with the most recent slogan of trade versus 
aid. 

Senator Martone. Trade not aid, is it not ? 

Dr. Ccutter. Versus aid is the way I put it. The pretense, of 
course, is that it is trade not aid. But as a matter of fact, by the use 
of these slogans and fictions we have, I think, been led entirely away 
from all the economic factors which from July 4, 1789, to June 12, 
1934, was the basis for all of our dealings with foreign countries on 
currencies, tariffs, trade, and related subjects. 


TRADE NOT AID SLOGAN 


Senator Martone. Doctor, I have been very much interested in this 
slogan “trade not aid.” It sounds like reciprocal trade, but these two 
words did not occur in the 1934 Trade Agreements Act. Then we 
had a dollar-shortage slogan called the “Dollar Gap,” caused of course 
by foreign nations putting a price on their currency in dollars above 
the marekt price and no one would pay it except through an act of 
Congress. And probably, further, spending more each year, more 
than they earned, which is a common ailment of all of us, including 
nations. What did they mean by “trade not aid” in your opinion? 
We always had foreign trade on the basis of fair and reasonable 
competition when flexible tariffs were adjusted to make up roughly 
the difference between the wage living standard here and abroad and 
taxes and other factors. Does this mean trade beyond the economic 
factor? That is to say, known to be uneconomical as far as we are 
concerned. Is that what it means? What do they mean by “trade 
not aid”? 

Dr. Counter. It is, of course, a fiction because the Government offi- 
cial reports appear to present actual commercial trade. I dwell upon 
that just a little later but would like to insert here a little more specific 
point because in fact the Department of Commerce, which compiles 
the statistics; the Treasury Department, which handles all customs 
duties; the State Department, which uses these figures as a basis for 
propaganda or education; and all other agencies, including even the 
United States Tariff Commission, have used the figure under the title 
of “Exports” which is not commercial exports but includes upward of 
an average in recent years of $5 billion or more per year of shipments 
of merchandise of military character which is contributed by the 
Government to various foreign governments or peoples or industries, 
and therefore the export figure has been averaging about $5 billion a 
year outside of and above true commercial exports. 

Then when you compare the export figure with your figure for im- 
ports you have what is interpreted as a dollar gap. That extra $5 
billion of course, has been raised by the Government of the United 
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States either through taxation, additional debt, or other processes, so 
that the figure on exports is a false figure. It is so false, in fact, that 
a very prominent public speaker and writer who in the last 30 or 40 
years has contributed hundreds of articles to many leading journals, 
the Saturday Evening Post and so forth, recently issued a letter on the 
subject which is entit Jed “The Dollar Gap Hoax.” What he means by 
the “hoax” is that the Government has deliberately included something 
like from ten to fifteen billion dollars a year of tax money or debt 
money to pad or make it appear that the exports are different or 
$10 billion above what they actually have been, and that has created 
a discrepancy or disparity between exports and imports thus throw- 
ing the two out of balance. The total of exports and shipments 
exceed imports by five or ten billion, which gives the basis for claiming 
that we must import five or ten billion dollars more or suffer the pen- 
alty of more taxes and more debts and a greater imbalance. 

Senator Martone. Doctor, what you say is very interesting to me. 

In other words, you say that we have sent out of this country on a 
a defense basis four or five billion dollars worth of material 

ach year and then we have contributed cash of four or five or six 
billion dollars per year, making an eight- or sen biliiowaaliiee addi- 
tional exports added to our legitimate exports. What do our legiti- 
mate exports amount to? 

Dr. Counrer. I have the figures here which I will present, but I 
will tell you orally that our legitimate exports, if you eliminate these 
extra taxes 

Senator Matone. And national defense commodities ? 

Dr. Coutter. Only the commodities from the additional tax that 
has been passed out has amounted in the last few years to about ten 
or eleven billion dollars. That is the last 3 years. 

Senator Martone. What does that amount to in percentage? Is 
that much different than the percentage we have had for a good 
many years—4 or 5 percent ? 

Dr. Counrer. As a percent of national production, that is about 
what it has represented. 

Senator Martone. Four and a half to five and a half percent? 

Dr. Courter. Yes. In amount in dollars, depreciated currencies, 
our exports have gone up from less than 3 billion to just a little over 
10 billion. 

Senator Martone. Legitimate exports ? 

Dr. Coutrer. In terms of depreciated currency or inflated prices. 

Senator Matone. I am getting away from the original statement 
[ started to make, but I am very interested in what you are saying, 
in that starting in 1934—as you say, about 20 years ago—when a 
different polic, y was adopted, what is the money worth now in terms 
of the 1934 dollar roughly in purchasing power? 

Dr. Courter. In purch: sing power, if you put it on the basis of 
prices of imports, that is, the invoice value of the imports as they 
come in—— 

Senator Martone. I am speaking more in value of the dollar as to 
what the dollar would buy in 1934 here at home and what it would 
buy now. Is it around 40 percent? Is that what the customary 
assumption is now? 

Dr. Courter. If you take wholesale prices of all commodities as 
your guide, the index number has increased by almost threefold. If 
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you take the prices of imports only, which is a more limited figure, 
the index number has increased almost exactly fourfold. 

Senator Martone. In other words, the purchasing power of the 
dollar then 

Dr. Coutter. Has gone down accordingly. 

Senator Matone. Yes. Which according to your estimate there 
would be somewhere around 26 or 27 or 28 percent now of the 1934 
dollar, is that correct ? 

Dr. Courter. The 1933 or 1934 dollar. 

Senator Matone. Averaging the two figures of the wholesale here, 
if you say about one-third, it would be about 33 percent; and if you 
say one-fourth, it would be 25 percent? 

Dr. Couurer. In one case I used as the base the wholesale prices of 
all the commodities in the country. But if you take the imports only, 
it would be a slightly different figure, as I indicated. 

Senator Maronr. Let us say 28 percent. If it were $3 billion ex- 
port on the 1934 dollar and it is worth less than one-third now, say 
30 percent to make it a little easier, that would mean the value of the 

same commodities exported would be around $10 billion, would it 
not ? 

Dr. Cour TER. That is exactly it. The value of the imports in dol- 
lars, recognizing the fact that the dollar has changed, has gone up 
from about $3 billion in 1937 to over $10 billion now. So increasing 

‘imports is not a profitable venture if what you have been getting 
is merely inflated and manipulated values. 

‘enator Martone. That would not have too much to do with the 
profit if it were on a business basis. But, as a matter of fact, we are 
exporting about the same amount of goods but they are worth three 
and a half times as much. 

Dr. Couttrrer. Now you are talking about exports? 

Senator Martone. An average, let us say. 

Dr. Coutter. You are talking about exports rather than imports? 

Senator Martone. The export, then, of $9 billion if brought back to 
the 1934 dollar would actually be about the original $3 billion? 

Dr. Courter. Yes. 

Senator Matone. So you have not really increased your exports but 
your dollar value. 

Dr. Courter. That is right, as measured in depreciated currency. 

Senator Martone. Back to my original statement that I started to 
make, let us see if it coincided with ° your thinking. When you take 
these total exports, what do the total exports amount to now, talking 
about your defense materials and your materials that you pay for 
under the ECA and all the rest of it? 

Dr. Coutter. Reported by the Government agencies, this last 3 years 
has averaged almost exactly $15 billion, of which about 5 billion is 
what is called the Dollar Gap Hoax because it is not the real exports 
but a fake figure which includes a lot of commodities which are not 
trade. 

Senator Martone. I am familiar with Mr. Garrett’s articles, and I 
think he has a lot of sense. You have studied this thing over a long 
period of years. Then subtracting from the $15 billion, the national 
defense material, and the cash that we export—that is, the cash for 
ECA and the Marshall plan and the rest of the plans each year and 
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e national defense material which we tax the people we pay for 
ou come back to your $9 billion which roughly corresponds to the 


original $3 billion, which corresponds to the amount of material 


cerned ¢ 
Dr. Couurrer. That is correct. 
Senator Matonr. And then it would seem that our chief export is 


cash. Would it not seem, then, that the taxes we take from the peo- 


ple here and put into national defense material or material we ship 
to these countries represent the greatest part of it? 

Dr. Coutrer. I think you have to put it this way: That through a 
process of either taxation or borrowing money and increasing the debt, 
several billion dollars technically are provided by the Treasury, of 
which something like 5 billion on the average in the last 3 years has 
rone into the purchase of materials for export. But they are not real 
exports; they are really shipments from one military establishment 
to another and claimed to be for our national defense or security. 

Senator Martone. Then the amount of money each year that is 
collected, whether it is ECA, Marshall plan, or mutual security, or 
whatever it is, that goes to purchase materials that are exported for 
other purposes included in this figure that you have given, subtracting 
all of them, you come right back to your 414 to bY per cent which 
is your $9 billion now and on the basis of the original currency would 
be about the $3 billion that you started out with ? 

Dr. Coutrer. That is right. So our increase in trade is a fake 
phrase, it is not a truth. 

Senator MaLtong. What they mean then by “trade not aid” is to take 
this five or six billion dollars that we have given them and increase the 
trade beyond that economic limit of five or six billion dollars. Is that 
what they mean? 

Dr. Couurer. That is correct. It should not be included in trade 
at all for the simple reason that from the founding of our Nation 
appropriations made by the Congress to the Department of Defense 
have had the provisions that shipments from one defense center, such 
us a military field down here, to another defense center, such as to a 
boat over in Algiers or Morocco, that is not an export; that is a ship- 
ment from one point within the national economy to another point 
for purposes of security or defense. 

Now, however, in addition to all such transactions—there might be 
fifteen, twenty, thirty, or forty billion dollars a year if we are in the 
midst of a war—from one military establishment to another, it might 
be a boat, airplane, munitions, submarines, or anything else, in addi- 
tion to all that movement within the military establishment, which 
has never until this recent period been called trade, it has been called 
shipments within the military defense or the security. But on top 
of that, now they have included something like $5 billion a year of 
shipments, we will say, from this arsenal over here to NATO or some 
foreign country—Indochina, France, or whatnot—and that has been 
added in because they say it represents commodities and put on top 
of the commercial trade. 

Senator Matonr. Now, Doctor, you have personally checked this 
material yourself and that is included in the $15 billion of exports? 

Dr. Coutrer. Absolutely. I have all the figures. 

Senator Matons. You may proceed with your testimony. 
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Dr. Coutrer. I note that during the recent 20-year period an aver 
age of about 60 percent of all imports have been classified on the free 
list. At the same time, imports of dutiable commodities have in- 
creased from only slightly more than $500 million in 1933 (at the time 
of the passage of the Trade Agreements Act) to almost $5 billion 
annually during each of the last 3 years. In other words, dollar value 
of such imports annually during 1951-52-53 have been almost 10 
times as great as they were when the foreign policy program (de- 
veloped through trade agreements and currency manipulation) was 
first introduced. 

What I have done in that paragraph is to call attention to the fact 
that 60 percent or more of our imports have been on the free list and 
therefore no revenue or tariff was involved. If you take only the 
dutiable imports, they have increased in dollars from about $500 
million (a half billion), up to 5 billion or tenfold. Therefore, our 
increase in imports dutiable in terms of depreciated currency has 
been tenfold instead of the 5 billion that I have been speaking of. 
That is, during this recent period. 

Two outstanding developments must be noted in this connection: 
First, prices or unit values of imported commodities have increased 
from a base (1936-37-38 equals 100) to an average of nearly 300 in 
1951-52-53. This is an indication of the extent to which inflationary 
programs, including currency manipulation, have been introduced 
since by 1951 average prices of all imports were four times as high 
as in 1933 and three times as high as they were in the base period 
1936-37-38. 

The second outstanding feature of this period is the fact that the 
ratio of duties collected to value of imports has been reduced from 
19.8 in 1933 to only 5.3 percent in 1952. 

According to a recent research economic study by the American 
Tariff League, the ratio of duties collected to value of imports fell 
from 15.8 percent in 1937 to only 5.1 percent in 1951, a reduction in 
tariff ratio of 68 percent. This was double the rate of decrease in 
average tariff rates cali contrasted with 40 leading countries outside 
of the United States. 

In other words, I make the comparison that while we have reduced 
the tariff rate average 68 percent, forty leading countries outside of 
the United States—— 

Senator Martone. Have you named those countries in your testi- 
mony ? 

Dr. Courter. I have in the exhibit marked “Exhibit B,” which is 
one page beyond what we are reading. 

Senator Manone. And they are the nations to which you refer 
here? 

Dr. Covuurer. Forty leading—in fact, all leading foreign commer- 
cial countries on the average have decreased theirs only half of that 
amount. 

Senator Maronr. This is on the average for the 40? 

Dr. Courter. Yes. 

Senator Martone. The average collected? 

Dr. Coutrer. Yes the actual average collected. 

Senator Martone. That has nothing to do with the individual com- 
modities. That is to say, you cannot judge from this figure that they 
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have reduced the tariff on their commodities by half as much as we 
have reduced ours. You have not come yet to naming the commodities 
or countries ¢ 

Dr. Courter. That is right. 

Senator Matone. But you will do that? 

Dr. Couurer. I can supply all of that. I have here in the exhibit 
B. which is one page over, a list of the 40 countries and the average 
rate of duty for each of those 40 countries and the average for the 40. 
[ have given you the figure for only the average. While our reduction 
has been 68 percent, what you call the equivalent reciprocal concessions 
for the 40 foreign countries has been just almost exactly 34 percent. 

Senator Matone. Now, considering that it hus been only half, then 
even that reduction has been augmented as far as they are concerned, 
us | understood in your earlier testimony, by a manipulation of ex- 
port and import control through quotas and various other controls 
that prevent our imports into their countries. Do you go into detail 
later on ¢ 

Dr. Couurrr. Yes; so that this figure is merely the average reduc- 
tion in tariffs on all imports for 40 foreign countries compared to our 
reduction. Our reduction is down from about 20 percent to 5 per- 
cent, their reduction has been just about half that amount. I have 
given the figures in the next page over for each of the foreign coun- 
tries as well as for the foreign countries combined. 

Senator Martone. Go ahead. 

Dr. Couurrer. The tremendous inflationary movement in terms of 
prices of imports must be tried in with the negotiations first, of bilat- 
eral trade agreements, and later of general agreements grouped under 
the organization known as GATT. 

Senator Martone. What is your distinction there between bilateral] 
trade agreements and the trade agreements made by the State Depart- 
ment under GATT? 

Dr. Coutrer. The Trade Agreements Act of June 12, 1934, speci- 
fied that the President might negotiate with individual countries on 
any commodity of which we were an importer and make tariff con- 
cessions. In that connection I have included in this statement a list 
of the Latin American countries separate, with which we made these 
bilateral trade agreements—and they were bilateral trade agree- 
ments—and with it I attached a list of European countries and a 
miscellaneous group of others. 

Aside from those bilateral agreements which continued from June 
12, 1934, up to 1947-48—a period of a dozen years—all trade agree- 
ments were under that pattern. But beginning at about 1947-48, a 
new device which was frst called an ITO charter was evolved. A 
meeting was called in London at our request by the United Nations 
Economic Council. 

Senator Martone. At the request of our State Department? 

Dr. Counter. At the request of our State Department. A thing was 
set up called ITO, International Trade Organization. A proposed 
charter was submitted to them by our State Department. Atter some 
study it was decided to recess and meet again in Geneva, and then it 
was decided in 1947, late, to recess again to Habana, Cuba, where this 
International Trade Organization, ITO, was set up in the form of 
what they called GATT, General Agreement for Tariffs and Trade, 
as distinguished from bilateral concessions or trade. That GATT 
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setup was completed in Habana and some fifty-odd countries at our 
request and the United Nations signed that thing. 

Senator Mavone. Still at the request of the State Department? 

Dr. Couurer. Still at the request of the State Department. The 
State Department submitted it to the Congress, both to the House 
and to the Senate. It got into discussion. For some unkown reason, 
when a copy of that general agreement came to the House, instead of 
being referred to the Ways and Means Committee as a matter of 
revenue or taxes or tariffs or trade, it was referred to the House For- 
eign Affairs Committee, in which there were some who listed on the 
Republican side but who supported the administration’s request. that 
it be approved. But in the Senate it went to the—— 

Senator Matone. It passed the House ? 

Dr. Couurer. No. 

In the Senate, instead of going to the Foreign Relations Committee 
it went to the Finance Committee. There it did not fall asleep but 
got into an intensive debate or discussion in committee. 

In the House the opposition became so excited and so bitter that 
even the United States Chamber of Commerce, an outside agency, 
while the international committee there had supported the general 
theme, called a forum for discussion and there were three on each 
side of a panel and a moderator, and a forum was had. The entire 
proceedings were printed. That was early in 1948. I mention this 
partly for the reason that I was invited to be the first speaker in 
opposition to such a scheme being adopted unless it took the form 
of a treaty and was submitted to the Senate, or unless it was put before 
both Houses as a matter of legislation. 

The opposition became so bitter beginning with that meeting that 
presently only one country in the world adopted it, that was Liberia, 
to set the pace for the rest of the world, although it originated with 
us and the United Nations and there it died. It quieted down and 
presently, this summer, the President and the Secretary of State re- 
quested its return to the State Department without action. 

Now it was not that they had in mind to do some revising. Instead 
of that they pigeonholed it themselves and notified all the other 53 
countries that it would not be pressed as a matter of legislation but 
that a group of the countries might themselves form a voluntary 
agency of the same sort. They called it the General Agreement 
Agency, which we now call GATT. The other was called ITO, or 
International Trade Organization. 

Senator Martone. You mean GATT was formed subsequent to the 
denial of adoption in the Congress of the United States of ITO? 

Dr. Couurer. Absolutely. It was set up in Geneva as a, shall we 
say, working party of the Economic Council of the United Nations. 

Senator Martone. Under what authority was GATT set up? 

Dr. Coutrer. Under the United Nation’s Charter various commis- 
sions were set up, one of which was the Economic Council. That 
Economic Council set up this conference in Geneva. They in turn 
approved most of what was in the ITO or General Agreement and 
set up GATT agency to function for the United States and for the 
world. 

Senator Matonr. What was the objective of it. How would they 
handle the trade if it had been adopted by the Congress and the other 
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nations who were original parties to the International Trade Agree- 
ment? In other words, how would they proceed ? 

Dr. Counter. They could not proceed under the law. 

Senator Matons. They could have if Congress had adopted and 
other countries had adopted. 





BILATERAL COMMODITY AGREEMENTS 


Dr. Couurer. Under the law they could only have negotiated bi- 
lateral agreements on individual commodities. Here is copper and 
here is wool, and they might make a deal. But under the General 
Agreement they then began holding informal meetings in Geneva; 

Annecy, France; and Torquay, England, and they would invite ¢ 
lot of countries in. Not only a lot of countries, but at the one 
meeting they included 2,000 different commodities which we were 
willing to make concessions on. They invited them to make conces- 
sions on something else, with the result that at these multilateral con- 
ferences they reduced rates of duty on about 3,500 imported com- 
modities. That accounts for most of the tremendous reduction from 
20 percent down to an average of 5 percent of our average rate of 
duty on all imports. 

Senator Matone. That is, our Nation did agree to reduce the duty 
on approximately 2,000 items that we produced in this country but 
also could be imported and cheaper than we could produce. 

Dr. Counter. At least they were items which we did import, and 
the quantities and values of those imports I have; that is, of every 
commodity, and the rate of duty and the amount of imports and the 
number of commodities, and the result is that during that period of 
what we call multiple trade agreements instead of bilateral trade 
agreements with individual countries on individual commodities, the 
tariffs were reduced. Our average was reduced actually 68 percent 
from 1937 to 1951. The average for all of the other countries was 
only the reductions on commodities which they imported, which in- 
cluded our exports, amounting to only 34 percent. 

Senator Martone. Doctor, assuming for the sake of the record that 
our duties and tariffs on these 2,000 commodities were correct—that 

s, that they did at that time represent the differential of cost of pro- 
dnd tion of these articles between our country and the foreign nation 
so that when they were imported they would come in on our basis of 
cost and on the basis of fair and reasonable competition—then this 
reduction represented a reduction below that differential, meaning 
that they could come in and displace our commodities here. Is that 
right? 

Dr. Counter. At least, the import into this country increased from 
three billion up to ten or eleven billion. What all the factors were— 
eurrency manipulation, exchange manipulation, price inflationary 
programs, grants or gifts and everything else—at least the result was 
that our imports increased from about 3 billion in 1937 to 11 billion 
this last year. 

I may say in that connection that I was so personally interested in 
what was going on that I took my wife on a sightseeing tour, not on 
Marshall funds or any Government funds but at my own personal 
expense, and went over to Europe and made a trip around to all these 
conferences. I had been all over Europe many times before (be- 
ginning in 1913) then in World War I in the Army and later, but we 
went sightseeing—museums and cathedrals and all sorts of things— 
but all the time I was gathering the data from those countries. 
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Senator Martone. Did you attend any of the meetings? 

Dr. Coutrer. I attempted to attend the various GATT meetings 
but was never admitted farther than the hotel door. All hotels were 
completely filled up with delegates, for which the United Nations was 
paying. We furnished the money to the United Nations and they to 
the Economic Council, and the Economic Council furnishell the staff 
and everything to GATT. But I never was able, except after ad 
journment or before assembly in the morning, to even get in the hall 
to look it over. I personally investigated in order to have a firsthand 
knowledge of what was going on. 

Senator Matone. You mean they allowed only the delegates to 
attend ? 

Dr. Coutrer. Only the official delegates. 

Senator Martone. Doctor, I passed it up at the time because your 
testimony was so interesting on GATT, which was a later considera 
tion, as I understand you to say, than the International Trade Organ- 
ization, but under the bilateral agreements that were made—under the 

1934 Trade Agreements Act that they call reciprocal trade—wasn’t 
nan a most-favored-nation clause or something that allowed every 
other nation, whether they were party to the agreement or made any 
concessions at all, to benefit from the concessions we made? 

Dr. Courrer. Yes. The most extraordinary section in the Trade 
Agreements Act was the provision to the effect that any concession 
made by the United States in any trade agreement with any country, 
that the concession shall be granted universally to all other countries 
= any concessions from any of them. 

ator Matonr. In other words, if we made a trade agreement on. 
we will say, zinc or Jead or wool, with any particular country, 
whether that country happened to be the most productive country in 
this particular commodity or not, the same reduction was available 
to all other nations? 

Dr. Covutrer. That is correct: so that we got no concessions from 

ie other 99 co tries. We got theoretical concession from the one 
country with which we dealt. You are correct in saying that the deal 
might be made, a bilateral arrangement, with other than the prin- 
cipal foreign competitor. 

Senator Martone. One with a rather minor production, as a matter 
of fact, on that parti ilar commodity ? ¢ 

Dr. ¢ ‘ouureR. As a matter of fact, one of the very early trade agree- 
ments was with Canada. That became effective January 1, 1936. 
You see, from the middle of 1934-35, it was just a year and a half since 
the act was passed, that trade agreement was made with Canada. 


tT} 


Senator Martone. On what commodity? 
Dr. Coutrer. On many commodities. But interestingly enough, 


one of the commodities was a oU-percent reduction in the tariff on 
Scotch whisky. Canada made no Scotch whisky. But since the con- 
cession of 50 percent on the tariff applied then to all other countries, 
the of course Scotland and all the rest of them got the 50 percent 


cut and Canada could continue to act as an intermediary agent to 
ship the stuff. So it was not the principal foreign country. 

Senator Matone. Are you telling the committee that we made an 
agreement with a country that did not produce any of the particular 
commodity at all about which the agreement was made and then that 
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became available to all other countries where such a commodity was 
produced, and that the people of the United States had no knowledge 
that anything could come in from any country except from Canada, 
knowing it was not produced there at all ? 

Dr. Coutrer. What the people thought, I am unable to judge. 
The act was passed on June 12, 1934, for a 3-year duration, and then 
on June 13, 1937, it was renewed and renewed. That is using just 
one illustration. I will use another one merely to illustrate the 
theories involved because I say here not only that the figures showing 
values are what Mr. Garnett calls the hoax, but our concessions were 
twice as great as all the others combined, and that we had exhausted 
our e fforts to make bilateral arrangements. We then called them all 
together and made mass concessions, two or three thousand items at 
one meeting. 

Senator Martone. This was at Gatt at Geneva? 

Dr. Coutrrer. This first one I mentioned was one of the first ones, 
which was January 1, 1936, and was with Canada and was Scotch 
W hisky. 

Senator Ma.tonr. That was a bilateral agreement ? 

Dr. Coutrer. Yes, it was, but then that applied to all the other 
countries and ever V body else got the same concession. 

Senator Martone. Do you know that this was more or less general, 
that we would deal with countries on a trade agreement whether they 
produced any of it at all or were not the principal producer country? 
Was that a general habit? 

Dr. Couurer. Some of us who were making our living—I had 
signed from the Government by that time. 

Senator Martone. The Tariff Commission ? 

Dr. Courrer. I had been, away back, Chief Economist and Statisti- 
cian of the Tariff Commission and had been appointed later as a 
member of the Tariff Commission and served for several years and sat 
as a member of the committee for drawing up the rules for the oper- 
—_ of the Trade Agreements Act the day after it was passed. But 

had resigned and I had clients, various people in this country, who 
ail protesting most vigorous sly. They were, of course, slapped 
down as being interested parties wanting something for themselves. 

We never were able in the entire period of 20 years, which will be 
up the 12th of this coming July, to get in any case a 50-percent in- 
crease or any increase in any item. In this entire period, if I have 
my facts correct, were 3,500 reductions; and with all the escape clauses 
and so forth, we have succeeded in getting only three withdrawals of 
concessions. One was felt hat bodies; another was fur for hats; and 
the third one, I believe, was they partly restored the tariff on figs. 
I wanted to tell you that as an illustration because it shows this same 
thing. 

Senator Matone. Let me ask you at this point, Doctor, if we have 
made agreements with nations to reduce the tariffs on certain com- 
modities with them reducing the tariff on other commodities that they 
either did not produce at all or were not the chief producers, was 
that not sort of a subterfuge arrangement to bring about this addi- 
tional trade or additional imports? 

Dr. Coutrer. Apparently that was the purpose. Finding it im- 
possible to get any consideration in individual cases, some of us, rep- 
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resenting various domestic producers, carried our complaint to the 
Ways and Means Committee of the House at the next time that it came 
up for renewal—— 

Senator Matone. Is this the 1934 Trade Agreements Act you refer 
to? . 

Dr. Coutrer. I am referring all the time to the Trade Agreements 
Act of June 12, 1934. It expired each 3 years or 2 years or whatnot, 

Senator Martone. Three years. 

Dr. Couurer. It was 3 years at first and then there was such a fight 
put on in the 80th Congress that it was extended only 2 years, and 
this last year 1 year. 

Senator Marone. In 1951 we cut it to 2 years. Last year it was 
1 year. 

Dr. Coutrrer. The controversy got so great there that after GATT 
had been spontaneously born by its own act of something in the 
United Nations’ Economic Council and so on, and they could write 
thousands of these concessions at a single meeting with 40 or 50 
countries, we put it up to the Ways and Means Committee—that was 
in 1948—that until GATT could be passed upon either by the Senate 
as a treaty or by the Congress as a domestic law regulating trade, that 
the Ways and Means Committee and the House—and this was con- 
firmed by the Senate—wanted to serve notice on the United Nations 
and all foreign countries that GATT had no status in the United 
States. 

Senator Martone. Let me ask you at this point, When they organ 
wed GATT to do a job that the International Trade Organization 
naturally was assigned to do and the Congress refused to approve 
through legislation, would not that be an example of an executive 
zgreement made without the sanction of Congress ¢ 

Dr. Coutrer. Absolutely. We thought so. What we got done 
or encouraged the Congress to do was to write into the next extension 
that GATT not having been acted upon or approved or disapproved 
by Congress had no legal status in this country. But what was it 
possible to do if it had no legal status? The President and Secret: ry 
of State through the United Nations notified all these countries that 
nonetheless the Government of the United States would give lip serv- 
ice to GATT, and they called it provisional acceptance of the prin- 
ciples of GATT. So we are a provisional member but not a legal 
member or a treaty member of GATT. 

Senator Martone. Let me ask you, Doctor, are the tariff concessions 
that we made, these two now, in effect ? 

Dr. Couurrer. Yes. I havea list of them here. 

Senator Maronr. Then it was in fact an executive agreement with- 
out the sanction of Congress ? 

Dr. Covuurer. Except that the State Department and the President 
said that since all those countries were there, that they did not need 
to deal with each country separately but with the group since it would 
be extended to them all anyhow and since every item or commodity, 
some 8,000 commodities, were listed in their discussions, that the 
concession on all of those items’ provision naturally became effective. 

Senator Martone. But they are effective now and reduced duties are 
all that are being checked. Is that true? 

Dr. Couvrrr. Absolutely. The provision is naturally accepted. 
Senator Martone. Is not that an example of an executive agreement 
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beyond the scope of questioning? It had never been submitted to 
Congress ¢ 

Dr. Couurer. It was submitted and Congress was so opposed to it 
that it was withdrawn. 

Senator Matone. GATT was never submitted to Congress? 

Dr. Coutrer. Yes, GATT was submitted; the ITO charter was. 

Senator Matonr. The GATT took the place of the International 
frade Organization through an executive agreement which was never 

br mitted to Congress. Is that true? 

Dr. Couurer. That is true. The GATT organization was set up 
by the United Nations through the Economic Council and they called 
ta general agreement. 

Senator Manone. Is it true that it has never been submitted to 
Congress ¢ 

Dr. Coutrrer. That is right. 

Senator Martone. And it is an executive agreement that circum- 
vents © ongress direc tly ¢ ¢ 

Dr. Counrer. Many of us believe that it is not a true executive agree- 
ment for the reason that Congress at the next time the Trade Agree- 
ments Act was extended inserted in the act a caviar stating that GATT 
had no legal status in the United States. 

Senator Matonr. I will ask vou again: Is it in full force and effect? 

Dr. Courter. It is in full force and effect. 

Senator Matonr. The tariffs established through GATT are in 
effect and that is all that is being collected ¢ 

Dr. Coutrer. That is true. 

Senator Matonr. Now let me ask you about this Trade Agreements 
Act that they call reciprocal trade. Where did we get this phrase 
‘reciprocal trade”? 

Dr. Counter. That comes from discussions 50 or 75 years ago in 
the days of Dingley, McKinley and the early days of Mr. Taft. 

Senator Matonr. What is reciprocal about it ? 

Dr. Couurer. At that time reciprocal was defined as being mutual 
concessions beneficial to both parties, because the word “reciprocal,” 
being an engineering term, meant that you had to have equal give 
and take. If it were truly reciprocal it would be truly give and take. 

Senator Martone. But, Doctor, you testified that through the quota 
systems, manipulation of currency, and that trade permit that foreign 
nations largely prevent any of their concessions from becoming effec- 
tive, have you not? 

Dr. Couurer. Yes. 

Senator Matonr. Where do you get the reciprocal part of it? 
Would you answer me? 

Dr. Coutrrr. The use of the word “reciprocal” does not appear in 
any of the trade-agreement extensions. It does not even appear in 
the GATT literature. 

Senator Matonr. Does it appear in the original act passed by Con- 
gress ¢ 

Dr. Coutrer. It does not appear in the original act nor in any ex- 
tension of the original act, and does not even appear in the GATT 
publication. They know it is not reciprocal. It is a deceptive phrase 
intended to mislead the public of the United States, thinking that 
they are getting something in exchange which is theoretically rec’ pro- 
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Senator Mavone. Then according to your testimony, of the false 
representation of forfeign trade, including the cash that we give for- 
eign nations—that is, the cash we use to buy materials we give foreign 
nations and build projects there—and the national defense materials 
we send there, included all in foreign trade, which according to your 
testimony is a folse front, then isn’t this trade not aid right in line 
as a catch word or phrase along with the reciprocal trade? 

Dr. Couurer. Exactly. The word “reciprocal” is not a legal or 
proper word in Webster’s Dicitionary or in any dependable engineer- 
ing journal or encyclopedia or anything else. 

Senator Matoner. It seems to have its effect on the United States, 

Dr. Couurer. It was very catchy. Reciprocal—you are going to get 
something out of this and it is going to be mutual, and we are Yankee 
traders and so forth. But as a matter of fact, it was merely ad 
vanced as a possible approach to individual agreeemnts back in the 
days of Dingley and McKinley. Then they were never able to carry 
through, except with Cuba, and that was a treaty by the way. The 
trade agreement with Cuba was labeled a commercial treaty when 
we gave Cuba certain concessions—20 percent off—and they in turn 
gave us concessions; only to us, and we only to them. ‘That was sent 
up to the Senate nad was passed as a commercial treaty. ‘That is 
the only one until this recent agreement with the Philippines. 

Senator Matonr. Let me ask you in that connection—I will divert 


on that fora moment. Did Cuba try to evade that through quotas or 


manipulation of currency or trade permits or exchange permits? Did 
they attempt to evade the matter in any way ? 

Dr. Cou.rrr. No, because they got that 20 percent concession from 
us on our imports from them and they in turn gave us a similar 20 
percent concession in tariffs on goods which they bought from us. 
That was mutual and was supposed to be mutually beneficial. 

Senator Martone. They actually lived up to it? 

Dr. Couurer. Yes. 

Senator Marone. And it was a treaty and approved by two-thirds 
of the Senate ? 

Dr. Courter. Yes. That is the only one. That was a commercial 
treaty. At an earlier period in the Dingley-McKinley period, at- 
tempts were made to negotiate other similar ones but they fell 
through. 

Senator Matone. Is not that somewhat in line with the sugar law? 
That is to say, we have certain agreements that were prepared by 
Congress, in Congress, passed by Congress, setting down certain allo- 
cations and tariffs applying to the Philippines and to Hawaii and to 
Puerto Rico, but a special act of Congress was prepared in Congress 
and passed as a law. 

Dr. Counter. Yes. 

Senator Matone. But it has certain aspects of a trade treaty al- 
though it was a law passed by Congress? 

Dr. Counter. But in that case we should add just a little detail. I 
was a member of the Tariff Commission at the time. Cuba was in a 
state of revolution. They had killed several presidents and had driven 
several out. The price of sugar had gone down from 17 cents or more 
to less than 1 cent, f. 0. b., boats Cuba harbor, raw sugar, and there was 
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real revolution down there. I was asked by the Tariff Commission 
and the President to go down and see if I could straighten out their 
sugar tangle, and I spent time there. I proposed to Congress as a 
method of procedure that if they would combine quota restrictions— 
that is to say, if Cuba would agree to ship in here only 3 million tons; 
Puerto Rico, 1 million tons; Hawaii, 1 million tons; and the Philip- 
pines, 1 million tons; and our beet people and the Louisiana cane 
people the balance—that by limiting the quantity and lowering the 


I 


tariff at the same time that that could be accomplished. But that 
could not be accomplished under the old first Cuban commercial 
treaty. So Congress passed a special Cuban act, but it was arranged 
through Congress and the State Department had nothing to do with it. 
[he State Department then worked out the details in the nature of a 
trade agreement but not affecting those items. 

Senator Matone. But the fact remains it was a congressional act. 

Dr. Courter. It was called a commercial treaty with Cuba and sent 
up to the Senate and approved by the Senate. That in itself gave a 
20 percent cut in the tariff in exchange for our cuts. Then this new 
act of Congress which was passed in 1935 

Senator Mavone. In 1934. 

Dr. Couurrer. In 1934. This special Cuban sugar bill was supple- 
mentary to the Trade Agreements Act and applied only to Cuba and 
they agreed to limit the quantity of sugar which they would ship to 
this country. 

Senator Martone. But it was approved by the Senate as a treaty? 

Dr. Counter. Yes. 

Senator Martone. I am interested in these slogans. It seems to me 
that we have been sort of misled by slogans for a good many years, 
maybe a couple of decades. This dollar shortage would come under 
the head of one of these slogans that you described ¢ 

Dr. Coutrer. Yes. The dollar gap is not what I would call a legal 
or legitimate figure. As a matter of fact, there has been wrangling, 
you might say, with the Commerce Department and the Census Bureau 
and the others about that for some time and threatening to get up a 
conflicting slogan of Dollar Gap In Reverse because actually if you 
eliminate these shipments of military material, they call it military 
hardware and chemicals—a submarine as a piece of military hardware 
like a nail is—if you eliminated those, I pointed out statistically to the 
Director of the Census Bureau and otherwise that we did not in fact 
have any gap at all; that our exports did not exceed our imports; that 
our imports were already greater than our real commercial exports; 
and that I was arranging to devise a contrary slogan which might be 
very embarrassing. 

So as a result of that, as a footnote now, in a monthly press release 
which was issued last week, called F-900, the press release—— 

Senator Matone. Press release from where ¢ 

Dr. Coutrer. Census Bureau, Department of Commerce. They 
have this comment: That these exports included all of the military 
supplies and materials and so forth sent by mutual security and so 
forth, and other similar items but do not include military material sent 
by one office or division in the Defense Department to another even 
though the other is not within the continental United States. 
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So they are hedging now very definitely. I do not know whether 
my correspondence helped in that or not. The Deputy Director of 
the Bureau said, “You got something started there, boy.” 

Senator Martone. Let us talk about that dollar gap a minute. 
Maybe the dollar gap is on the other end. You remember that for 
the last several years we have had a dollar gap each year called a 
deficit, running about six or seven billion dollars a year. 

Dr. Couurrr. Yes. 

Senator Matone. Now, we are threatened with one this year. Last 
year the President came up at the last minute to ask and did ask for 
a raise in the debt limit on account of this dollar gap. 

Dr. Couurrr. Yes. 

Senator Martone. I understand they are coming again this year. 
The Senate Finance Committee turned it down by a vote of 11 to 4. 
Is that not the dollar gap in the opposite direction after we cut it 
the five or six billion dollars a year for cash and exports that have 
nothing to do with trade? Is that not what causes our dollar gap? 

Dr. Coutrer. Absolutely. Lf we do not apply— 

Senator Martone. If it is not a dollar gap, you have to collect from 
taxpayers or result in a deficit. 

Dr. Courrer. Yes. You either have to cut expenditures, increase 
your taxes, or borrow money. 

Senator Matone. Then we just made a mistake as to who has the 
dollar gap! 

Dr. Couurer. That is what I said in reverse; that we could show 
if you did the ethical thing or the proper statistical thing and showed 
that was not in fact commercial exports, that they were deducting the 
imports, and that there was no actual dollar gap. 

Senator Matone. Except a dollar gap on our side. 

Dr. Couurrer. That is the full effect of it. 

Senator Martone. Go right ahead on your statement. 

Dr. Counter. On page 16 of this statement I have here, I show 
specifically for the last 2 years, 1952 and 1953, the amount of what I 
would call the true dollar gap, and actually it shows that’ we are in 
reverse. These are the two sentences I quote from this little press 
release which came out on February 18—last week, the Census Bureau 
and other Commerce Department statements of the following com- 
ment which is significant: 










































































































































































































Export statistics do not include shipments to the United States Armed Forces 
for their own use. 











Senator Matone. But it does include 

Dr. Coutrer. Wait and see. See how naive that is. They say, 
“Export statistics do not include shipments to the United States 
Armed Forces for their own use,” but then they proceed to say, 
“Export statistics do include Government as well as non-Government 
shipments to foreign countries; and these export statistics included 
mutual security program, military aid, mutual security economic aid 
and Department of the Army civilian shipments.” 

So you will find on pages 16 and 17 what they do include and do 
not include. When you segregate them, we have actually, instead of 
a dollar gap on the trade, a deficit. 
(Whereupon, a short recess was taken.) 
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Senator Matonr. The committee will be in order. 

Dr. Coulter, will you continue. 

Dr. Coutrrer. The attached ver y brief table shows the increase of 
imports year by year from 1933 through 1952, and the proportion 

which entered free of duty. It also shows the tenfold increase in 
dollar value of dutiable imports (which accompanied the inflationary 
movement in all foreign countries combined) parallel to the 68-percent 
reduction in average rate of duty. 

Senator Martone. Table A we will accept as a part of your testi- 
mony and it will appear in the record as exhibit A. 

(Exhibit A is as follows:) 


ExHIBit A 


Imports into the United States, total dutiable and free duties collected and 
average ad valorem rates of duty on dutiable and on total imports, price index 
numbers, 193838-—52, inclusive 


Prices—index 
is of dollars numbers, 1936 
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Dr. Couurer. The complete Tariff League investigation which may 
be referred to as Publication No. 133, by the American Tariff League, 
is likewise offered for the record at this point, and is marked “E xhibit 
B.” It will be discussed more at length in the testimony that follows. 

Senator Manone. The described exhibit will be acc epted as exhibit 
No. 1 of the committee. 

(The document was marked “Exhibit No. 1” and filed with the 
committee. ) 

Senator Matone. We will accept as exhibit D the ATL program 
fi a - 4, and that will be included in the record at this point as your 
table D. 

(Exhibit D is as follows:) 
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Exurpit D 
ATL ProGrRAM FoR 1954 
THE AMERICAN TARIFF LEAGUE, INC., NEW YORK, N. Y. 


Be it resolved by the American Tariff League, Inc., at its annual meeting, 
October 21, 19538, That the following statements of position shall constitute the 
basis for its educational program and legislative and administrative recom 
mendations for 1954: 

1. To maintain national security and defense, maximum employment, economic 
strength, and diversity of production in the United States, continued regulation 
of its foreign trade is necessary. The tariff is universally admitted to be the 
fairest, most equitable, and most liberal method of trade regulation and should 
be favored over other methods where applicable. 

2. Whenever administration of the tariff prevents it from acting effectively 
or promptly enough to safeguard fair American domestic market conditions as 
between American and foreign producers of like commodities, the United States 
must perforce resort to quotas and other forms of regulation until proper tariffs 
can be determined and applied. 

3. The antidumping and countervailing duty provisions must be rigorously 
enforced and strengthened to prevent circumvention of our tariff and customs 
laws. 

4. Whenever a commodity, such as agricultural product, becomes subject to 
Government regulation or support as to production, price, distribution, storage, 
and the like, rates of tariff should be adjusted, whenever necessary, so that such 
regulation or support programs are effective. Whenever adjustment of tariff 
rates is inadequate for this purpose, recourse should be had to other methods 
such as fees, quotas, or special legislative regulations. 

5. The United States policy of generalizing rates of duty, negotiated in trade 
agreements, to the products of countries other than those negotiating with us, is 
undesirable inasmuch as it lessens the incentive of foreign countries to grant us 
reciprocal concessions, and discriminates against nations with the highest wage 
standards. 

6. The executive trade agreement method of setting rates of duty as practiced 
under the Trade Agreements Act of 1934, as amended and extended, should 
be abandoned. The United States should give notice of termination of its obli 
gations under the existing trade agreements, but should keep in effect by law 
the existing emergency procedures, and the rates of duty contained in such agree 
ments until changed under procedures recommended in paragraph 7. 

7. Congress should direct the United States Tariff Commission to review the 
rates of duty, definitions and classification of commodities, and from time to 
time to recommend to Congress, for its piecemeal consideration, such changes 
in rates of duty, definitions and classification as the Commission deems advisable 

8. The General Agreement on Tariffs and Trade, which is in provisional ap- 
plication, should, as an organization, with sanctions over member countries, 
be dissolved and in its stead the appropriate United Nations agency should 
gather and publish information and uniform statistics on the international 
trade of all countries. That agency should invite representatives of all nations 
to meet from time to time to review international trade practices, to recommend 
changes and improvements, and to hear reports from countries as to their 
compliance with previous recommendations. 

9. To permit accurate analysis of the commercial elements in our published 
statistics on the flow of goods under our import and export trade, all noncom 
mercial items, such as military aid and goods shipped under economic aid, should 
be segregated and identified as such. 

10. The United States Tariff Commission must be adequately financed, 
strengthened, and upheld as an independent agency, so that it may perform 
efficiently and promptly the functions vested in it by Congress, to which alone 
it is answerable. 

Senator Martone. The document, What About the Wage Gap, will 
be accepted as committee exhibit No. 2. 

(The document was marked “Committee Exhibit No. 2” and is to 
be included in the record at this point. ) 
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Publication No. 134, The American Tariff League, Inc, 19 West 44th St, New York 36, N. Y. 

It is common knowledge that American workers earn the highest wages in 
the world. Of course, the gap between what the average American worker earns, 
per hour, and what foreign workers earn, differs from country to country. 

A main reason for tariff in the United States today is to offset in some degree, 
ind where necessary, the wage gap between domestic and foreign workers, so 
that foreign producers compete fairly in the United States market with American 
producers who pay the American scale of wages. 

The importance of the wage gap in determining tariff policy was expressed by 
United States Secretary of Commerce Sinclair Weeks in an address before the 
National Foreign Trade Convention, November 16, 1953: 

“What I do suggest is that in the process of determination, when we come 
to those products where there exist radical differences in domestic and foreign 
labor costs not offset by greater productivity and where the output of this product 
is important to a substantial segment of the American economy, then we be 
guided in our tariff determination to the end that an adequate recognition of 
the labor standards of our workers in that industry be made. 

“Given this type of fair competition, I am entirely willing to place United 
States industry on its mettle as against any other industry anywhere in the 
world. Thereafter, let the man who makes the better mousetrap get the 
business.” 
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If we are going to relate our tariff rates to domestic and foreign wage dif 
ferentials it is important not only to recognize that these wage gaps exist, but 
to measure them individually in some way. 









NO OFFICIAL COMPARISONS 





There are no complete official comparisons published by United States, foreig: 
or international agencies. Even the basic statistical material 





from which a 
comparison can be made is fragmentary. Some countries publish no usefu 
statistics at all. Those that do publish useful data follow no standard patter 

The Bureau of Labor Statistics in the United States Department of Labor 
collects most of the available data. The Bureau has obligingly made available 
to the league its source material on foreign and domestic wage rates, and ha 
given the league the benefit of its counsel on the study here presented. However, 
it should be understood that the conclusions here reached are the league’s ow; 
and not those of the Bureau of Labor Statistics. 

In a letter of December 9, 1953, to the league, Oscar Weigert, Chief, Divisior 
of Foreign Labor Conditions, Bureau of Labor Statistics, states: 

“As indicated in discussions with vou earlier, the data on wages and earnings 
furnished by the 

























sureau are official figures of the governments of various foreign 







countries, as reported in their official publications or in publications of inter 
national organizations. The Bureau does not evaluate the data thus provided 
and does not necessarily, by furnishing such information, guarantee its accuracy 
or validity 














WHAT ARE WE 





SEEKING 





We want to determine, as nearly as possible, the gap, for each foreign country, 


between the average cost of labor per hour in that country and that in the 
United States. We start with the hourly wages paid in foreign countries and in 
the United States. 











NOTES ON TABLE I 
























United State Average hourly figure is based upon the gross earnings of production an 
related workers covering both full- and part-time employees in manufacturing. Overtt1 
ime nts and vacation pay are included Employers’ contributions to social security 
ar ther items are excluded Source: Bureau of Labor Statistics, U. 8S. Department of 
Lab« 











Includes so-called “fringe benefits,’ 








overtime pay, vacations with pay, etc 








possibly 50 percent of the basic wage rate Figure is for Buenos Aires onl) 
where wages and earnings are reported to be substantially higher than in the rest of 
Argentina Source Sintesis Estadistica Mensual de la Republica Arcentina. 
Belgium Includes social charges and allowances, such as family allowances, amounting 
, : 


imately 25 percent of the average wage Source: Ministere du Travail et de 1 
ce Sociale, Office Nationale de Securite Sociale 
Figure based on gross earnings which include basic 












wages and salaries, over 












t ments, shift premiums, commissions, cost-of-living, incentive and productior 
I ‘ It also includes payments credited to wage earners during vacations tatutor 
I vs, sick leaves, ete Earnings do not include various “fringe benefits” or emplovers’ 
contributic to unemployment insurance, workmen’s compensation. and other welfare fund 


Pension funds, special bonuses (e. g., annual bonuses), and gratuities are similarly omitted 
from the earning 


data. Source: Employment Section of the Labour and Prices Division 
Don ion Bureau of Statistics, Ottawa 


France: In order to reflect a representative hourly wage for France as a whole the 















A erage 
hourly earning was based on the French provincial zone in which average wage rates are 
subject to an abatement of 7%4 percent of the corresponding averages for the industri 
roups covered in the Paris region which are the highest recorded for the country. Average 
ourly earnings weighted, inasmuch as male workers make up approximately two-thirds of 
labor force and their wage scales are substantially higher than those of women workers 
The figure also includes certain “fringe benefits’ such as family allowances, ete., which 
amounts to about 40 percent of the basic wage rate. Average hourly earnings figure 
includes workers in construction, transportation, public works and trade, as well as those 
in industrial occupations. Source: Ministere du Travail et de la Securite Sociale, Division 
Statistique 

Germany Figure includes certain “fringe benefits” such as old 
and m rnity insurance, workmen's compensation, ete., which 
13 percent of basic wage Source: 
lreland : 




























age insurance, health 
amount to approximately 
Statistical Reports, Federal Statistical Office. Wiesbaden 
Figure represents average hourly earnings of workers in “‘transportable goods” 
(ineluding mining) Source: Bureau of Labor Statistics, Department of Labor 

Italy: Figure includes payments such as year-end bonuses and family allowances, which 
average about 20 percent of basic pay, and in some cases higher, according to the number of 
worker's dependents Source: Rassagna di Statistiche del Lavoro, Julv—August 1953 

Japan: Hourly earnings include the basic pay wage, overtime pay, midyear and year-end 
bonuses, family allowances, and various other special payments all of which are part of 
the contractual agreement between the employer and employee Payments-in-kind, in the 
form of below-cost housing, recreational and educational facilities, and other compensa 
tions are excluded. Source: Japanese Economic Statistics, Economic Stabilization Board, 
Japanese Government 

New Zealand: Represents minimum wage rates in mining, manufacturing, construction 
transportation, and services. Source: Statistical Supplement of the International Labour 
Review, vol. LXVIII, No. 3, International Labour Office. Geneva. September 1953 

Norway: Mining included. Earnings also include straight time, piecework, and over- 
time, and certain payments in kind such as value of free rents, distribution of food or fuel 
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iced or free rates. Also computed in the average earning figure are employers’ 
ecurity contributions, union dues, wage tax, and cost-of-living bonuses Source : 

S tiske Meldinger, Central Bureau of Statistics, Oslo 
Sweden: Includes mining Hourly earnings cover tax deductions, cost-of-living allow 


aceident 






overtime pay, piecework, and supplements Vacation pay, sick leave, and 


ensation are excluded. Source Sociala Meddelanden, Social Welfare Board, Stock 






1Qne 
Hoo 


tzerland: Hourly earnings include cost-of-living and family 
supplementary payments-in-kind Source: La Vie Economique, 

for Public Economies, May 19538 

ted Kingdom: Earnings figure includes 
Souree British Ministry of Labour Gazette, September 


TABLE | 
THE WAGE GAP 


Comparative Average Hourly Earnings for Industrial Workers 
in the United States and Selected Foreign Countries 
in U. S. Dollars 


T 
= 


CANADA 


(September, 1953) 
* , tj QED LLL 
SWEDEN Yj Yj 


(May, 1953) Lilddddddddddddidddddddddddddd 


NEW ZEALAND * 


(March, 1953) 


NORWAY * 


2nd Quar., 1953) 


SWITZERLAND 


October, 1952) 


+ 
ARGENTINA 


March, 1953) 


BELGIUM 
(3rd Quar., 1952) 


UNITED KINGDOM 
(April, 1953) 


FRANCE 
(april, 1953) 


GERMANY 
(May, 1953) 


ITALY 
Uuly, 1953) 


IRELAND 


Uune, 1953) 


JAPAN 
(Year 1952) 


* Z 
Adult male workers only Hourly Earnings Wage Gop tj 
LA 


Many, perhaps most, foreign countries today add to the wages of workers « 
substantial group of benefits that vary, in kind and amount, from country to 
country. They range up to 50 percent of the basic wage and are, in part, made 
immediately available to the workers, not earmarked for their ultimate possible 
honafit as with social security taxes in the United States. 

Obviously the great diversity in these payments makes mathematical com- 
parison difficult. However, a rough comparison is possible and is here attempted. 
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First, we have not adjusted the United States hourly wage for special benefits 
as we have no way of determining a percentage figure to add that would 
reflect the various individual benefits provided by private companies. Man 
of them are intangible. 

Second, we have adjusted many of the foreign hourly wage rates to reflect cash 
benefits because they are a substantial part of the labor costs of foreign 
employers. 

The resultant average hourly earnings for 13 foreign countries and the 
United States, and the wage gaps between each foreign country and _ the 
United States appear in table I. Explanatory notes for each country appear on 
page 7. We believe that if the figures err, they do so on the conservative sid 


CHECKING OUR FIGURES 


While we offer table I as an approximation of the wage gaps, rather than as 
definitive comparison of domestic and foreign wage levels, we can check the 
average rates by a recently published similar comparison for a particular i 
dustry. This comparison appears in the study entitled “The United States 
and Its Foreign Trade Position,” prepared for the National Electrical Manu 
facturers Association by the National Industrial Conference Board, Inc. 

Nine of the countries in the ATL study are included in the NEMA study 
The NEMA figures are for 1952. They refer to a particular industry, as con 
trasted with averages for all manufacturing. They may or may not be typical 
in this or that country. In the United States, for example, the hourly wage of 
$1.91 for 1952 in the electrical equipment industry is higher than the averag: 
of $1.78 for October 1953 for all manufacturing. The NEMA figures appear as 
table IT. 

To make possible a truer comparison of the ATL and NEMA figures, we hav: 
in table III, shown each set as percentages of foreign to United States wages 

It is obvious in both tables II and III that the ATL and NEMA hourly wae 
figures are generally in agreement, considering the variables already mentioned 
as are the resultant wage gaps. Wherever a gap in the NEMA study differs 
from one in the ATL study it exceeds the latter, except in the case of Belgium 
which accentuates our belief that the ATL figures lean to the conservative side 


WAGES AND PRODUCTIVITY 


Representatives of certain of our mass production industries, chiefly automo 
bile and business machine, who urge drastic reduction or elimination of our 
tariffs, minimize the injurious effect of their proposals on our domestic industries 
by arguing that the greater productivity in the United States over that abroad 
can overcome the wage gap between the United States and foreign countries 

There is, of course, no question that these particular mass industries are 
offsetting the wage gap by their superior productivity, or, at least, have so far 
There are special reasons why they can do so. They are producing a standardized 
product for a homogeneous, mass market, and so can afford to risk vast sums 
of money in tools and machinery that will increase productivity and reduce 
unit cost, yet can be amortized over a relatively short period. 

Foreign producers do not have the advantage of such a mass, homogeneous 
market. However, it is to be noted that American automobile manufacturers, 
particularly Ford, and most American business machine manufacturers, have 
plants abroad, so that the greater productivity of their domestic operations 
must not fully offset the wage gap. In other words, these American manufac- 
turers, despite their boast of high productivity, are turning more and more to 
lower labor cost foreign production and are more and more becoming importers 
of their own products. 

A London dispatch in the July 16, 1953, Wall Street Journal describing the 
British operations of United States business machine companies, said, in part: 

“Surprisingly enough, the United States itself took nearly $4 million worth 
of made-in-Britain office machines last year. That was almost twice as much 
as fhe year before and 10 times the year before that. 

“There are several reasons why some of the United States subsidiaries here 
(Britain) are selling part of their production in the mother country. Some 
find their costs here are lower than those of their parent companies.” 
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"nefits WHAT NEMA FOUND 
would 
Man Che electrical product manufacturing industry may be said to present a cross- 
} section of various types of production techniques as they exist in the United 
t Cash States. Hence, a comparison of its productivity in the United States and the 
reign productivity of foreign electrical product manufacturing is helpful in showing 
that for many American industries the wage gap cannot be overcome by greater 
| the productivity of the domestic manufacturer alone. 
| the 
ir on Taste I1.—Total hourly wages and wage supplements, electrical machinery and 
Side equipment industry, 1952 
Hou vage Wage gap = 
as nd ( United 
hes; supplemer a ver 
Pty 
ATes States $1.91 
Inu im 3 $1. 28 
I 42 l 19 
dy — g 
‘on 9 1.72 
cal f ten *. 63 1. 25 
' tzerland : 16 1.45 
of i ted Kingdom... ‘ 1. 37 
ig t aetna i e 
as , 51. 
' irce: The United States and Its Foreign Trade Position, a special study prepared by the National 
; Industrial Conference Board, Inc., for the National Electrical Manufacturers Association, December 1953, 
PS 
d. TasLe III.—Comparison of ATL and NEMA studies 
rs — = - — es —- ” _—s - 
n Fore ge 
pay In 
e Av . the electrical 
percentage of ,¢quipment 
Country United States} - noida if 
hourly ear i, tod States 
) ings, based oe — 
on table I the tr a ary, 
- § 1952 
] _ 
Percent Percent 
United States : 100. 0 100. 0 
lgium 27.0 33.0 
nce 25. 8 30.9 
Germany s 24.7 22. 0 
I V 20.8 19. 6 
Japan . 10. 6 9.9 
weden : 42.1 33.0 
witzerland __. 32.0 23. 8 
United Kingdom . 26. 4 28. 0 


In the summary to the NEMA study, already described, are these statements: 

‘+. Foreign manufacturers of electrical products have very large labor cost 
idvantages over United States competitors. These advantages are greater now 
than ever before. * * * 

“(d@) During the post war period, labor costs as a percentage of production 
alue have decreased considerably more in the various foreign countries than they 
have in the United States. * * * The reason for the more rapid postwar decrease 
in labor costs abroad is a combination of increases in productivity, which was 
very low at the beginning of the postwar period, and in value of production both 
rising considerably faster than wage rates (including wage supplements). In 
the United States, on the other hand, money wages and wage supplements 
approximately kept pace with increases in productivity and in value of output. 
These factors are mainly responsible for the increased disparity in labor costs 
between the United States and the various European countries.” 

This disparity, which worries various manufacturers, including some of the 
largest, in the electrical products manufacturing industry, has long been a threat 
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to many other smaller American industries. It has been the 
insistence upon maintaining tariffs. 

The higher the labor cost content in the total cost of production the 
obvious seems the need for offsetting the wage gap. However, many Amer 
industries that appear to have relatively low labor costs for their partic 
operations are actually bringing in the receiving room door high labor costs 
the form of raw or semifinished materials they use in their own product 
Thus, in determining the extent of the wage gap versus productivity probl 
it is necessary to follow production from raw material to finished product, 
not to examine just one operation. 

Mr. Cola G. Parker, president, Kimberly-Clark Corp., papermakers, and 
ma the National Industrial Conference Board, at the NICB forum o1 
March 13, 1953, explained this relationship in terms of his industry: 

“I touched « the details of paper ifacti 


reason for 
















I I 
hal 







re in Ny paper We start 
wood. That is the start of our whole operation—except for the trees thems« 
] I there n to tl { e that the wood gets to the mill, it is all labor 
pay about two and one half to three times as much to have that wood cut ¢ 
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It seems desirable at this point to introduce brief referen 
ive situation which exists in practically all fore 


nh re isonably satisfactory data are ava lable. ( In this discussi 
Canada alone stands out as most nearly comparable wit 


on countries f 


. ; 
i cor di 


ons 
e United States.) The wage situation is obviously closely relate 
to living standards, production efficiency, currency manipulation a1 
price inflation and other economic factors which are in turn closely 
related to the question of prices of products and rates of tariff and 
other trade policy. 
Senator MALone. Let me ask vou at this point, Doctor. if there are 











y+ 


certain foreign nations that subsidize their exports to the point of 
making a difference in the dollar value of their currency? As a1 
illustration, in France I believe, it was related at one time that there 
were certain commodities that they want to import and if they use 
their dollars in the sale of their merchandise to the United States to 
import these certain products, they get a greater value in francs tha 
they do if they import certain other products that are not so desirable 
as imports. Is that true? 
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Covuuter. That is true. 
ator Martone. I believe there was another illustration. 
Coutrer. That can be attacked but has not been successfully 
sh some phase of the dumping procedure. But we have no case 
ch it has been done. 
ator Matone. That is true, but the only way it can be success- 
attacked is where the Tariff Commission can itself adjust for 
inequities. In the Argentine the chairman is given to under- 
i— whether it is still a practice or not, at least 1t was at one time, 
iany other practices of a similar nature are still in effect -that 
they exported wool, for example, to this country, that is, rav 
.the V vot a certs 1iIn number of pesos in return for the dollar which 
| cases In countries that practice this manipulation must be turned 
the Government for exchange. 
Dr. Coutrer. That is right. 
senator M ALONE. If they manufactured the raw we into textiles 
exported the textiles, they got a larger number of sos for the 


? 
il 


Dr. Coutrer. Or if they merely make yarn or noils from the raw 


1 


nator Martone. Yes. In other words, it was designed as a manip- 
on to encourage greater processing of the materials before export. 

Dr. Coutrer. That is true. 

Senator Matonr. Go ahead. 

Dr. Cor LTER, That, you understand, has been fought out i the 
isury Department under the Anti-Dumping Act, and Uruguay and 
Argentine or some of them have been required to adjust their 


hange ratios where they had different exchange ratios for different 
modities under export. 

Senator Matonr. But apparently under the Anti-Dumping Act it 
es a considerable time to recognize this al ptioaiei procedure 
er the different guises and time goes on or the ndustry in this 

try 1s severely il iured before recognition 1s take) of the fact 
lf. 

Dr. Cour rER. To the best of my knowledge and belief he per iod 
=< years there has been only one or two cases where the Anti 
nping Act has been successfully put into effect. 

Senator M ALONE. In other words, it takes So long wher they do 
ily recognize it and correct it that the industry in this country 
everely injured and in most cases it 1s not recognized. So what 
ild be your re medy ¢ e Would you agree that the Tariff Commission 
ler a flexible import fee or duty, with full authority to correct for 
n abuses, would be the correct agenc \ to doth at ¢ 

Dr. Couurer. I would Say that you start back with the Constitu 

article I, which, after setting up Congress, says the Congress 

— in section &. do certain things, one of which is to provide a cur 

’ for the country, determine its value and its exchange in terms 
I the currenc ies or coins of other countries. There is a col stitutional 
indate to establish the ratio that we would recognize as a Govern- 
ent as between our ¢ urrency or coinage, and that of foreign countries. 

Specifically it says not only determine its value, but in terms of 

foreign currency, because at that time it was a very bad situation. 
Florida, we used pesos and on up in the St. Lawrence we used 
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French francs, and in New York we used Dutch currency, and oy 
down we used English currency. So the very first article of the Cor 
stitution adopted on the 4th of March 1789, it was set down specif 

cally, that Congress shall determine. If the Congress does not, and it 
is left for an automatic determination by the President or the Treas 
ury Department, then the ratios between the dollar and foreign cur 
rencies may be put at almost anything. That situation cont inued down 
through a long period until in 1921—a 150-year period—when at the 
close of World War I there was a mass of this kind of exchange 
dumping and the Anti- Dumping Act was passed. 

It was a ated in the Tariff Act in 1922, and it was continued 
in the act of 1930, and it is still a law on the statute books, but it is 
administered by the Treasury. 

As I say, to the best of my knowledge and belief in the recent 20 years 
there have been only 1 or 2 cases where any injured person has su 
cessfully gotten relief in countervailing duties, and so forth. 

Senator Matone. But many people have been injured by that 
process. 

Dr. Coutrer. Yes. But you have to prove all sorts of things, and 
you cannot get any hearings, and there are mandatory phases to it, 
and so forth and ‘so on. At the present moment there are 3 or 4 
cases edie before the Treasury, one of which at the present moment 
is the dumping in this market of staple rayon from Japan, where 
wages are 19 cents an hour, and our wages are about $1.90. They are 
now dumping or shipping in here great quantities of short rayon 
called staple fiber to the distress of rayon plants in this country, and 
they are closing, and that is now pending before the Treasury Depart- 
ment. It is 1 of 3 cases now pending. 

Senator Matonr. I have a very interesting news dispatch from the 
Reno Journal of the 17th of February. I have a habit of cutting out 
these clippings. I do not know why, because they just make me mad 
and disturb my rest. 

Alcott suggests hike in Japanese imports. Expert analyzes Japanese situation 
at chamber banquet. It was stated in an address that the United States should 
import more goods from Japan 
and then— 
even if it means closing down some of our small-business men— 


and it goes on with quite an article to convince our people in Nevada 
We have no crockery industry there, or no rayon industry, but we do 
have a titanium industry and we are now shipping titanium from 
Japan with that 15 to 19 cents an hour labor. Our industries out oo 
are on the way out. We are not on the new industrial map at all, and 
I should say that 10 percent of the States are on the new industrial 
map. But here is a man financed by someone making speeches before 
chambers of commerce, and by the way, the United States Chamber of 
Commerce has nearly always favored free trade. 

Dr. Couurer. No, that is the international section. 

Senator Matonr. No, the United States Chamber of Commerce. 

Dr. Couurer. The international section thereof. 

Senator Martone. The United States Chamber of Commerce has 
passed resolutions to continue reciprocal trade, so-called. I only men- 
tion this as the water under the bridge. You have these men running 
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all over the United States representing somebody. I do not know 
who it is. 

Dr. Couurer. That is why I introduced the exhibit which has been 
attached, “What About the Wage Gap?” which shows average hourly 
earnings in such countries as Canada, Sweden, New Zealand, France, 
Germany, and down to Japan with 19 cents per hour compared with 
our $1.78. 

Senator Matoner. It was 12 cents an hour when I was there in 1948. 
The State Department has been very plain in their statements and 
other sections of our Government that we must continue the so-called 
reciprocal trade. As you have explained, there is nothing reciprocal 
about it. It is the 1984 Trade Agreements Act that gives the Exec- 
itive carte blanche to remake the industrial map of the country, and 
that we must extend this act even if it means the destruction of cer- 
tain industries within the United States. Then they will in turn— 
they have made various suggestions over the past few years—train 
these workers, I suppose the workers in fluorspar in Congressman 
Bishop’s district to do some other work, maybe make watches or some- 
thing else. But the watches are not made in this country any more. 

Also, they have suggested, I believe the Randall Commission, I 
would not be sure, suggested that unemployment insurance be paid 
and train them for other work. 

Dr. Couurer. And move them to other places. But for the Randall 
Commission, it should be said that was voted down by a vote of 16 to 1, 
but it was included as one of the principal recommendations of the 
Bell report, of which I have a copy here. 

Senator Mavone. Mr. Randall made certain statements along that 
line. 

Dr. Counter. Yes. 

Senator Martone. Also, that the administration has indicated that 
they would try to allocate certain defense industries and Government 
subsidized industries in the depressed areas becoming depressed by 
imports from some other industries in foreign countries. 

Dr. Courter. That is an administrative suggestion. 

Senator Mavonr. Go right ahead, Dr. Coulter. 

Dr. Couurrr. It is peculiarly significant that present tariff rates 
do not take into consideration the difference in labor cost of produced 
minerals and related critical and strategic materials as compared to 
the labor costs under the high standard of living in the United States, 
with the result that many of our mining properties in the United 
States engaged in producing strategic and critical materials have been 
forced to close, leading to unemployment, lost mining and related 
industrial activities and even to ghost towns or cities. 

In order to illustrate this point briefly, it seems desirable that we 
introduce at this point the results of a second economic research study 
just released and made available for inclusion in this connection by 
the American Tariff League above referred to under the title, “What 
About the Wage Gap?” This brief study may be referred to as Pub- 
lication No. 134 of the American Tariff League, and you have already 
accepted it as exhibit 2. 

_ It will be enough here to refer to table 1, which presents compara- 
tive average hourly earnings for industrial workers in the United 
States and a group of 13 selected foreign countries. From table 1 
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it appears that the average hourly earnings for industrial worker 
in the United States October 1953 were $1.78. From the table 
appears that while the average for Canada was $1.38, or 40 cent 
less than in the United States the average for such countries as 
Sweden, Norway, Switzerland, Belgium, United Kingdom, France, 
and Germany ranged down from 75 cents per hour to one-half of that 
figure, or 37 cents per hour. Other scattered foreign countries such as 
New Zealand and Argentina come in an intermediate group, while 


average hourly earnings for industrial workers in Japan for the year 


1952 were only 19 cents, or not much more than 10 percent of the aver- 
age earnings in the United States. 

A more detailed discussion of the wage gap would seem to be perti- 
nent as we proceed with this testimony, because of the great promi 
nence given at the present time to the question of prices and tarif 
rates on the one hand, and the so-called dollar gap on the other. 

Senator Matone. We have already established that the dollar gap 
is just the reverse of what is normally represented. In other words, 
our dollar gap has been about seven or eight billion dollars a year 
since World War II. 

Dr. Coutrer. That is right. What they call the dollar gap, I always 
put in there the so-called dollar gap. If I say it is a dollar gap, I say 
claimed, so-called, or sloganized. 

Senator Matonr. You probably know, Doctor, that from time to 
time over a period of 3 or 4 years I have said that the dollar gap 
is the greatest hoax that was ever sold to a trusting public. That 
was my phrase. I think maybe Mr. Garrett got that idea from one 
of those speeches. 

Dr. Couurer. He may have; yes. I have been careful to always 
quote that dollar gap, as I have indicated. 

Senator Martone. I am glad at least to have authorities in support 
of my statement. 

Dr. Courter. I think it is sound. 

The American Tariff League, following the studies above referred 
to, has drawn 4 series of 10 conclusions which they have issued under 
the general title, “American Tariff League Program for 1954,” issued 
at the conclusion of their recent annual meeting, October 21, 1953. It 
contains the basis for their educational program and legislative and 
administrative recommendations for 1954. Because this program is 
an attempt to correlate the various economic factors under discussion, 
including the Trade Agreements and GATT programs developed 

under the auspices of the State Department during the recent 20-year 
period under discussion, it is suggested that this one page program be 
inserted as exhibit D at this point, and this has already been done. 

During the 1st session of the 83d Congress, at the time that the 
Trade Agreements Act which involves all of these problems was under 
consideration, provision was made for the creation of a Commission on 
Foreign Economic Policy. In view of the fact that this commission 
was promptly organized and that it has completed its report to the 
President and the Congress, it seems desirable at this point to make 
reference to their report by title, because the report itself and numer- 
ous dissents and a special minority report are now available in printed 
form. 


Senator Martone. To what do you refer ? 
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POLICY COMMISSION 





REPORT OF FOREIGN ECONOMIC 





Dr. Counter. I am now referring to the Randall Commission. I 
im merely suggesting that it should be fitted into the picture right 
along to show the 100 percent difference in approach of the facts that 
I have been presenting, and the conclusions which they have presented 
ecause they have not presented any substantial facts. But it ought 
to be referred to in this connection, it seemed to me. 

Reference may be made to the report to the President and Congress 
by the Commission on Foreign Economic Policy, including minority 
reports, under date of January 23, 1954. 

Senator Matone. I think at this point we will secure a copy of the 
Randall Commission, the Commission on Foreign Economic Policy 
House Document Parts 1 & 2, 83 Cong, 2d sess., majority and minority 
reports and label them as exhibit 3, as part of the exhibits in this case, 
because you have referred to them. 

Dr. Courrer. All of the factors to which passing reference has been 
made in this testimony have been dealt with in these reports issued 

y the Foreign Economic Policy Commission. In addition, we are 
lvised that there is now on the press a comprehensive supplementary 
report containing digests or abstracts bearing upon all of these same 

problems, preps ired by members of the staff of the commission to which 
reference has just been made. Inasmuch as this supplementary digest 
ipparently will be a document of considerable size, it seems best at this 
point to merely make reference to it as an exhibit bearing upon all of 
these same problems. 

(Norr.—This report is announced to be released March 15, 1954.) 

During the period while the Commission on Foreign Economic 
Policy was engaged in preparing its report, a number of public hear- 

ings were held and many different interested groups were invited to 
appear, present evidence and be heard on all of these economic prob- 
lems, including such matters as tariffs, trade, currencies, inflation, 
etcetera. One of the agencies which was invited to pagers was the 
American Tariff League to which reference has already ben made. 
Inasmuch as that organization has been engaged in research on this 
subject for a long period of years, it seemed to them wise to develop 
their analysis in an extensive separate report for consideration by the 
Foreign Economic Policy Commission, the Congress, and the public. 
We are fortunate indeed that they have just completed this study and 
that it is being made available to the public at this time, just when this 
committee is engaged in its analysis of all of these various problems 
which are involved. 

The study to which reference is made bears the title, “Strength At 
Home,” issued by the Tariff League. It is suggested that this report 
or study be included only by reference, since it is in printed form 
and has just been made available for general reference. 

Senator Martone. Do you havea copy? 

Dr. Courter. It has not come off the press. 

(This report was released March 9.) 

Senator Matonr. I will say we will accept it as exhibit No. 4 and 
you will furnish it to the committee when it is available. 

Dr. Courter. Yes. 


It was due out today. 
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Senator Marone. It will be included in the files of this committe 
when finished. 
(The document referred to will be identified as exhibit 4.) 
(Reference: Tariff League Bulletin No. 135.) 
Senator Martone. Would you tell us as at this point what the Ameri 
can Tariff League is, how it was organized and its general work and 
how it is supported ¢ 
Dr. Courter. It was organized back in a period of economic and 
industrial distress when there were developments pointing to the great 
depression of the early 1890’s, when prices were in distress, and all 
that sort of thing: Industries of all sorts came together more or less 
and formed what they called the American Tariff League. So it has 
been in active life continuously since that date, which was about the 
time of my birth. It has up to the present time about 300 different 
industrial groups or big producers and so on. For instance, the 
Walnut Growers of California, or the Cotton Textile Manufacturers, 
and so on. 
Senator Maronr. They support it with contributions ? 
Dr. Couurer. They all support it by voluntary contributions. 
There is no set fee. 
Senator Martone. Are these contributions exempt from income tax? 
Dr. Coutrer. Yes; they are. 
Senator Martone. Is it a nonprofit foundation that has been set up? 
Dr. Courter. On the basis that their activities are entirely devoted 
to research and education. They start in with a $50 minimum which 
carries with it all publications of the Tariff League. From that point 
the various ones contribute. I do not know of any that contribute as 
much as $1,000. But there are about 300 members at the present time. 

Senator Marong. About what is their budget annually? 

Dr. Counter. The budget annually is less than $50,000, considerably 
less than $50,000. f 

Senator Martone. What kind of staff do they employ ? 

Dr. Covrrrr. They have a secretary, and then they have 3 or 4 

regular clerks, 4 I believe, and then they employ from time to time 
specialists to do special things. For instance, I made this entire study 
on How Low are United States Tariffs for them as a part-time client. 

Senator Maronr. You were paid for that work? 

Dr. Courter. I was paid for that work over a period of months. I 
succeeded in getting the customs duties collected by each of 40 foreign 
countries back over a period of years, and the amount of the imports 
of those countries, and I calculated the rates of duties and averages 
and prepared the bulletin. The Tariff League said that the material 
of this wasentirely prepared by Dr. Coulter. 

Senator Martone. Do your prepare to offer that report as an exhibit ? 

Dr. Courrrr. Yes; that is that bulletin which was put in as exhibit 
No. 1 of my testimony. 

The relationship of these various reports to the work of this com- 
mittee created under Senate Resolution 143 must be apparent, since 
all of them deal directly or indirectly with the question of accessibility 
of critical raw materials to the United States during a time of war, 
and to methods of encouraging development and availability of the 
supply of such critical raw materials ‘ ‘adequ: ite for the expanding 
economy and the security of the United States.” 
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Lit beg popULATION AND QUANTITY OF IMPORTS, BY ECONOMIC CLASSES, 1933 TO 
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We have already presented data especially pertaining to price in- 
reases of imported commodities and the relationship of price infla- 































nerj 
and ‘ion and currency manupulation to decrease in tariffs. 

\ closely related element which largely explains the increase in 
and aports (other than inflationary prices on the one hand and tariff 
reat reductions on the other) is the population increases during the 20-year 
all period since the passage of the Trade Agreements Act in 1934. To 
legs llustrate these factors, we present table E, from which it appears that 
has the population of this country has increased about 25 percent during 
the the 20 years under discussion. 
ent Senator Matongr. Would you like to insert that in the record at this 
the time ¢ 
T's Dr. Courrer. Since it is just one page and it will be discussed quite 

i bit, it probably should be. 

Senator Martone. It will be placed in the record as a part of your 
ns testimony at this point. 

(Table FE is as follows:) 
x / 

Exurpit E 

7 Population and quantity of imports, by economic classes, 1933-52, inclusive 
h [1936-37-38 = 100] 
t Index numbers of quantity of Import 


Population 








Mar 
Year Crude Crude Manu Semi Finished 


( f ed 
rotal | Index Total | mate food | etmmed 
rial tuffs yf facturers | facturers 



















Dr. Courter. If conditions had been entirely normal, it may be 
assumed that the physical quantity of imports, as distinct from value, 
would have increased at approximately the same rate as the popula- 
tion increase. In other words, the quantity of imports might have 
increased about 25 percent. 

But the period 1933-52 was probably the most abnormal period 
in the last century. First, there were the depression years at the 
beginning of this period, and from table E inserted in the record 
it will be seen that the index number of quantity of imports fell to 
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about 75 or 76 percent of normal. Normal quantity of imports did 


not again reach the index number 100 until 1941, with the beginning 


of World War II. We may therefore account for the extra quantity 
of imports during the past 10 years by reference to requirements of 
this country during the period of World War II, followed by the 
period of the cold war which involved extraordinary imports fo 
stoc kpiling purposes. 


As already noted, population increase was about 25 percent, while 
quantity of all imports increased to an index number of 146 in 1950 
and 144 in 1951. 

Part of this increase in quantity of imports (again, as distinct from 
value), might very well represent substantial raising of the standards 
of living in this country—aside from the stockpiling and war activi 
ties, and aside from price increases and tariff decreases. 

Senator Martone. And I asume aside from the money that was 
appropriated and sent directly to the foreign nations or finished goods 
here which were sent there outside of the national defense material 

sent to the nations. 

Dr. Coutrer. Table E, inserted in the record heretofore, presents 
index numbers of quantity of imports of each of the five major eco 
nomic classes of products. It will be noted that in the case of crude 
materials, the physical quantity of imports (measured by index num 
bers), went up from 87 percent of normal in 1933 to 140 percent of 
normal in 1946, which was the first full year after World War I 
Quantity of crude materials imported then declined to 125 percent 
of normal in 1949, which, as already indicated, is almost exactly thé 
same as the population increase. In other words, after the war, 
after 1945, 1946, 1947, 1948, 1949, by 1949, the increase of physical 
quantity was down to exactly the same index number as the increase 
in population. 

During 1950, 1951, and 1952, the physical quantity of imports of 
crude materials has gone up to an average of about 150 percent of 
normal, which would seem to indicate public policy based somewhat 
— data elaborated upon in the so-called Paley report. 

Since table E presents similar data for crude foodstuffs, mani 
factured foodstuffs, semimanufactures, and finished manufactures, for 
each year since 1933 these need not be presented orally except to 
note that just as the quantity index for all imports went up from 
82 percent in 1938 to 151 percent in 1952, so also the index number 
for finished manufactures went up from 83 percent in 1938 to 150 
percent in 1952. 

In other words, the physical quantity of imports of finished man 
ufactures went up within one percentage point the same over this 
period as the crude materials did. I wanted to analyze the characte! 
of imports. 

From this analysis it appears that as a result of population in 
crease, price increases, reduction in rates of tariff, and recovery from 
the depression period together with relatively high living standards, 
have combined to bring relative quantity of imports to the highest 
level in American history. The extent to which this has resulted in 
failure to use domestic natural resources and American labor and 
to provide adequately the strategic and critical materials needed for 
national defense and public security, may well be further developed 
in table E already included in the record. 
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It is fortunate I think that we have these quantity figures for each 
vear. ‘Those figures are not available for any long previous period. 
You just have total imports but not the segregated imports. 


50 LEADING IMPORTS 


(Juantity and value of the 50 leading commodities imported into the 
United States in 1949 and 1951, arranged by relative importance. 

While discussing the problem of quantity and value of imports, 
t has seemed to be desirable to prepare a separate special exhibit 
which probably should be incorporated in this statement at this point. 

This exhibit, which I have called “F,” but which is page 14 of my 
statement, presents a list of the 50 leading commodities imported into 
this country in 1949 and 1951. 

Senator Martone. That will be included in the record at this point 
as a part of your testimony. 

Dr. Couurer. I think that would be desirable. 

The document is as follows :) 

It is particularly pertinent to note that most of the economic confusion over 

ong period of years has been associated with the foreign trade of the United 
States and the resulting flighty movements of prices of imported commodities. 
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Exutir F 


Quantity and value of the 50 leading commodities imported into the United States 
in 1949 and 1951, arranged by relative importance 


Rank by 
Value 


Unit of quantity 






Value | Valu 


1949 | 1951 Quantity $1,000 Quantity $1.00 
| ’ Ay A 


















Coffee, total 1 1 1,000 pounds 861 $795, 502 2, 692, 817 $1, 361, 322 

Newsprint, standard 2 4 do , 124 437, 637 9, 921,101 | 5 2 

Cane sugar 3 5 do 57,195 372, 147 7, 277, 992 386, 04 

Petroleum, crude 4 6 | 1,000 barrels (42 154, 826 341, 160 177, 474 375, 188 

Rubber, crude, na- 5 2 | 1,000 pounds 1, 479, 668 240, 312 1, 645, 181 808, 78 
tural | 

W ool, unmanufa¢ 6 3 | 1,000 pounds clean 277, 185 222, 223 368, 344 713, 
tured content | 

























Copper (content 7 8 | 1,000 pounds_.._.. 1, 137, 981 219,104 | 1,073,478 | 270, 473 
Tin (content s 13 do 221, 863 212, 289 130, 720 157 
Woodpulp 9 7 | Short tons 1, 763, 000 184,120 | 2,364,173 | 364, 379 
Fuel oil 10 10 | 1,000 barrels (42 77,400 | 126, 323 121, 824 199 
Cocoa or cacao beans Li 11 | 1,000 pounds 628,787 | 124,497 611, 516 Lut 
Lead (content 12 24 ae 819, 605 118, 954 439. #73 74,4 
Fish and _ shellfish, 13 12 do _. 469, 055 112, 440 653, 384 158, 14 
edible 
Lumber (sawmill 14 9 | 1,000 board-feet 1, 562, 603 112, 399 2, 520, 200 229, 
products). 
Burlaps 1s 17 | 1,000 pounds --. 446, 682 103. 137 333, 918 | 112 
Furs, undressed 16 16 103, 029 ll ) 
Diamonds 7 14 | 1,000 carats 7, 350 87, 317 13, 397 15 
Agricultural imple 18 2 82, 993 . vt 
ments and machin 
ery i 
Distilled spirits 19 18 | 1,000 proof, gallon 13, 835 74, 393 18. 796 | 102, 892 
Tobacco and manu 20 22 | 1,000 pounds 87, 933 73, 208 104, 981 BS 
factures 
Hides and skins, ex 21 15 do 169, 508 72. 587 132, 749 
Co 22 23 do 856, 460 69, 069 898, 966 | 3 
Nickel (content 23 21 do 194, 279 65, 999 4. 572 | 95, 8% 
J zer nd ma- if Short tons 








Number 
1,000 bunches 54, 650 52, 662 49. 205 4. 418 











1,000 pounds... 230, 306 





































- do , 915 
content)-.... ) 27 ..do . 569, 789 45, 907 668, 147 | 66 
I Jt -.do 91, 917 37, 876 105, 339 58, 
32 28 | 1,000 long tons 7, 402 36, 791 10, 154 | 59, 662 
i henequen... 3 25 | Long tons. 126, 271 36, 517 169, 662 70 
OS... 34 29 |... do... 460, 091 33, 940 630. 244 58, 52 
inum metal.._. 38 | 1,000 pounds_ -_. 234, 926 32 113 284 825 47, 772 
Iron and steel scrap 36 50 | Long tons 977, 154 28. 657 320, 860 13, 192 
Manganese content 37 39 | 1,000 pounds... | 1,347,294 26. 797 1, 854, 949 46, 58 
Drugs, herbs, etc aS 43 |__ do...- 89, 210 25.979 90, 191 30, 914 
Pulpwood 39 35 1,000 cords... 1,418 25, 134 2.509 49,312 
Wool noils, rags, 40 $2 | 1,000 pounds... 35, 940 24. 599 39, 538 54, 479 
wastes, and tops. | 
Chrome (content 41 45 | Long tons. 476, 420 24, 189 545, 300 25, 50 
Jute, unmanufac- 42 44 a 61, 700 23, 687 105, 412 29, 70 
tured 
Canned beef... . 43 37 | 1,000 pounds... ; 72, 347 23, 508 153, 935 48, 503 
Cotton, unmanufac- 44 Oe Bi cccntlan 137, 105 22. 847 104, 710 42, O84 
tured. 
Manila (abaca) _..- 45 36 | Long tons . 43, 182 22, 425 81, 644 48,8 
Beef and veal (fresh)_ 46 40 | 1,000 pounds... 83, 332 21, 978 94, 144 44, 646 
Pottery, china, etc. 47 45 sens 20, 169 ie a 21,32 
Art works, antiques 4s 47 maa I a 21, 588 
Silk fabrics (includ- 49 49 | 1,000 pounds__. 2, 357 19, 450 2,173 18, 237 
ing pil 
Mica and manufa 50 ae ee 31, 988 19, 334 22, 500 22, 514 


tures 


Dr. Cou.rer. One purpose of this exhibit is to show that the 50 most 
important items in 1949 accounted for $5.242 billion or 80 percent of 
all imports. Between 1949 and 1951, value of imports of the 50 lead 
ing items increased to more than $8.046 billion. This still represented 
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about 80 percent of total imports. But the increase appears to be 

osely related to outbreak of the war in Korea in 1950. <A 2-page 
explanatory note accompanies this exhibit F, which shows the 50 
leading imports into the United States. 

[In addition to the fact that the attached table lists the 50 leading 
commodities imported into the country in 1949 and 1951, it is im- 

tant to note that this list includes not only strategic and critical 
materials, or products of the mines and quarries of the United States 
ind foreign countries, but also that it includes several important items 
which are the products of forests and fisheries and finally, that it 
ncludes a considerable number of manufactured und semimanufac- 
tured products. In order to break this item down further, it seems 
desirable to present a brief statistical table listing the 15 items of 
greatest importance which are the direct products of mines and 
quarries and in large measure lay the foundation for such problems 
is conservation, stockpiling, and other problems connected with stra- 
tegic or critical items. 

In the short table following, 12 items have been listed indicating 

eir rank of relative importance in the import trade of the United 
States. In 1949, when total imports were valued at $6,591,600,000, 
these 50 items were valued at $5,242,356,000, or 80 percent of all im 
ports. Furthermore the 15 special items of greatest importance from 
the standpoint of value of imports, accounted for $1,418,883,000, or 
27.1 percent of the value of the 50 leading items. 

In 1951, it will be noted that total imports increased in value to 
$10,817,300,000, and that the 50 leading items continued to represent 
$8,045,601,000, or 80 percent of all imports. It is equally im- 
portant to note that these 15 items represented 20.1 percent in total 


value of imports of the special list of 50 items. 


TABLE G.—Among the 50 leading imports in 1949 are the following, showing value 
of imports in 1949 and 1951 


[1,000 dollars] 


| Value of imports 
Rank, 


le petroleum 
er 


oils 
Lead 
nonds 
kel (content) 


nore... 
nestos . “ 
\luminum metal 
ron and steel scrap._.... 
inganese, content... 
rome — 
Mica and manufactures 
Total 15 items 
recent of 50 items 


Total imports_........ 


nports of 50 items... 
ercent of total 


1949 
1949 


341, 169 
219, 104 
212, 289 
126, 323 
118, 954 
87, 317 


65, 999 
45. 907 | 
36, 791 | 


33, 940 | 


32, 119 
28, 657 
26, 797 
24, 189 
19, 334 

1, 418, 883 

27 
6, 591, 600 
5, 242, 356 
SO 


1951 


375 
270 
157, 55! 
199 
74, 
156, 
95 
66, 596 
59, 662 
58, 521 
47,772 
13, 192 
46, 583 
25, 506 


22, 514 


1, 670, 538 

20.1 

10, 817, 300 
8, 045, 601 
£0 
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When reference is made to tariff acts and to development of free 
list items, it soon becomes apparent that there were literally thou- 
sands of different classifications. It has been variously estimated 
that there are in operation at the present time a total of about. 5,000 
different commodities or tariff classifications. About 3,500 of thes 
are dutiable, while the other 1,500 are items on the free list. (This is 
only an estimate. ) 

It would be practically a prohibitive task to enumerate and analyze 
rates of duty on all of the commodities referred to above. This of 
course is done by the Bureau of Customs of the Treasury Department 
more or less in cooperation with the Bureau of Foreign and Domesti: 
Commerce of the Commerce Department and the economic group in 
charge of the trade agreements program in the State Department, and 
finally, by the Census Bureau and the United States Tariff Com 
mission as well as other agencies. All pertinent data are readily 
available. 

For purposes of this study which has to do with the increase in 
the volume of foreign trade, tariffs or customs duties, as a factor 
involved, and the regulation of commerce with foreign countries, 

special list of the first 50 items of leading commodities has been 
prepared. It must be remembered that these are only 50 out of about 
5,000 different commodities. But perhaps the more important thing 
is that these 50 items accounted for not less than 80 percent of all 
imports when the last 2 comprehensive studies of this subject were 
made (that by the United States Chamber of Commerce in 1949 and 
the attached tabulation made by this witness in connection with the 
pending resolution of the Senate Committee on Interior and Insular 
Affairs). 

From this statement, it will be observed that the first 50 commodities 
in relative importance, accounted for about 80 percent of all imports 
(in terms of dollar value), while the other 20 percent is distributed 
over the remaining 4,950 commodities. 

A second point of importance is that even the first 6 items on 
attached tabie accounted for more than $4 billion out of the first $8 
billion of imports in 1951. Indeed, these first 6 items accounting as 
they do for 40 percent of all imports were the same 6 in 1949 and again 
in 1951. These items were: 

1. Coffee. 

2. Standard newsprint. 
3. Cane sugar. 

+t. Crude petrole um. 

5. Crude natural rubber. 
6. Unmanufactured wool. 

Here, then, is a very brief summary of the relative importance 
of different items imported into the United States. Of the approx 
imately 5,000 items the first 6 items in terms of dollars, accounted for 
approximately 40 percent of the total. The next 44 items accounted 
for another 40 percent of all imports, leaving only about 20 percent 
distributed among the remaining 4,950 commodities. 

The attached table for 1949 and 1951 presents units of quantity 
of each of the first 50 commodities as well as dollar value, so that it 
would be easy enough to caleulate unit value of each of these produc ts. 
This, however, would have relatively little significance in view of 
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the erratic movement of prices, especially during the past 40 years, 
































Be which have been so largely devoted to World Wars I and II, the 
) Pm worldwide depression of the 1930's, the Korean episode, and the 
S irrent cold war. é . 
It is particularly pertinent to note that most of the economic con- 
. fusion over a long period of years has been associated with the foreign 
° ide of the United States and the resulting flighty movements of 
F prices of imported commodities. 
‘I 
USE OF PROPAGANDA SLOGANS AND HALF-TRUTHS 

: IN THE CAMPAIGN FOR FREE TRADE 
n Perhaps the most annoying feature of the campaign for lower 
tariffs or free trade during the past 20 years has been the introduction 

of propaganda slogans and half-truths. A well-known writer and 
ontributor to popular magazines during this 20-year period has re- 





ferred to the Dollar Gap Hoax as an outstanding illustration of slo- 
gans and half-truths. His discussion of this subject appeared in a 
relatively recent issue of Human Events. 

The regular Quarterly Summary of Foreign Commerce of the 
United States, issued by the Bureau of the Census, Department of 
(Commerce, presents in table I what is called Balance of Exports 
Over Imports. Ina recent issue it appeared that during the calendar 
vear 1942 the excess of exports exceeded $5 billion. In 1943, this 
excess exceeded $9 billion, and in 1944 it exceeded $10 billion. These 
figures did in fact represent the dollar gap or excess of exports over 
mports during World War II years 1942, 1943, and 1944. 

The excess decreased to just under $6 billion in 1945 and under $5 
billion in 1946, at. the close of World War II. 

It might have been thought that the excess of exports would have 
continued to fall with the termination of World War ITI. On the 
contrary, however, in 1947 the excess had again been increased to 
about $9 billion, and to more than $5 billion in each of the following 
years 1948 and 1949. This was the period when the so-called gap 
appeared, because in fact it represented the beginning of the Marshall 
or ECA program and the export figures did not in fact represent 
commercial exports but in large measure represented Government aid 
in the form of commodities paid for by the United States Treasury. 

The following brief table is an attempt to analyze this problem of 
the dollar gap hoax for the last 2 calendar years, 1952 and 1953. 

(The table is as follows :) 
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ExHisit H 


The dollar gap hoax 


Million dollars 


1952 1953 
(A) United States exports (f. 0. b.) (including mutual security military aid), 
total 15,191. 3 15, 74 
B) United State ort € ral 10, 717. 5 10, 873 
( Excess of illed exports over imports, commonly called the 
dollar gap 4, 373.8 4,873.3 
(A) Total United States exports (f. 0. b.), including (B) 15, 191.3 15, 74 
(B) Department of Defense shipments of grant-aid military equipment under 
mutual-security program 1, 987.9 3 
C) Net exports (excluding item (B 13, 203. 4 12, 243. 4 
A) United States imports, foreign value 10, 717.5 | 10, 873.7 
(B) United States imports, c. i. f. value 11, 637.0 11,72 
APPROXIMATE REAL DOLLAR CAE 
A) Commercial exports (f. o. b.) (excluding military 13, 203. 4 12, 243.4 
(B) Gener il imports, i. f. value 11, 637.0 11, 725. 7 
(C Gap to be covered by other foreign military-ald programs (outside 
of mutual security) as well as by travel, foreign investments, etc , 566.4 517 


Dr. Couurer. It will be noted from this brief table that the so 
called dollar gap exceeded $4 billion in 1952 and about $5 billion in 
1953. A study of the subject makes it perfectly clear that a very con 
siderable part of the dollar gap here indicated did not represent either 
commercial exports or import figures comparable to export figures. 

The Census Bureau and other Commerce Department statements 
have the following comment which is significant: 

Export statistics do not include shipments to the United States Armed Forces 
abroad for their own use. 

It is therefore an extraordinary situation when appropriations for 
national defense, mutual security, and other foreign military facili- 
ties and military enterprises are enumerated as ordinary exports, thus 
giving the impression that the commercial exports in 1952 and 1953 
exceeded $15 billion. In fact, a press release issued within the last 
few days (F. T. 900, Feb. 18, 1954) has the following to say: 

Iixports of domestic and foreign merchandise during 1953 rose to an alltime 
high of $15,747 million, exceeding the previous 1952 high total of $15,191.38 
million, 

In a footnote on page 2 of this press release there is the following 
comment: 


Export statistics include Government as well as non-Government shipments 
to foreign countries. The export statistics, therefore, include mutual security 
program military aid, mutual security economic aid, and Department of the 
Arty civilian supply shipments. 

In other words, they now admit in a footnote that the so-called 
exports are not commercial exports, but include these shipments, and 
they used the word “shipments” to foreign countries, but they do 
not define them as other than export statistics. 

ry’ . e ’ 

he regular Quarterly Bulletin of the Census Bureau then proceeds 
in table 1 to report total exports exceeding $15 billion in each of the 
last 3 years and also to report an excess of exports over imports of 
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more than $4 billion during each year. In fact, that excess (what is 
monly referred to as the dollar gap) for 1953 would amount to 
$4.873.3 million. 

Mr. ADLERMAN. Would that be excess of exports or excess of 

ports ¢ 

Dr. Coutrrr. Excess of exports over imports. 

The fact is that when the Department of Defense shipments of 
grant-aid military equipment under mutual-security programs is 
excluded, the net commercial exports are reduced to about $12 billion. 

On the other hand, the import figures are consistently given in 
terms of foreign values and in 1953 amounted to $10,873.7 million. If 
this were reported on a c. i. f. basis, as is regularly done by the In- 
ternational Monetary Fund, the imports for 1953 would have a value 
of ea ,725.7 million. If this figure for imports is deducted from the 
reduced figure for commercial exports then in 1953 the so-called dol- 
lar gap, if any, actually was only $517.7 million. As a matter of fact, 
when, or if other military aid programs are excluded, there actually 

as no dollar gap for the c alendar - year 1953. By this I mean to say 
th: it instead of a dollar gap of almost $5 billion in 1953, the official 
record should show a dollar gap in reverse, that is to say, an excess 
of commercial imports over commercial exports. This item would 
ordinarily be covered in balance-of-payments statements to accounts 
for travel, foreign investments, etc. 

It should be concluded here that apparently the only purpose of 
earn such figures as this fictitious dollar gap is in order to 

nake it appear that United States exports exceede d imports by some- 
thing like $5 billion annually, and therefore the United States must 
proceed with programs intended to encourage a larger volume of 

\ports in order to balance interns itional trade. From what has just 
been said it is perfectly clear, however, that not only has the United 
States eliminated most of the re 90. ‘duties or tariffs as they have 
been recorded during the 100 years 1833 to 1933, but at the present 

, United States tariff rates are lower than those of practically 
a ull important foreign countries. 

On the other hand, the foreign countries in these same trade agree- 
ments have reduced their tariffs only about one-half as much as tariff 
concessions granted by us, and then the foreign countries in question 
h ive proceeded to restrict their imports into their own countries in 

very conceivable manner, while stimulating subsidizing and other- 
wise pressing for an increase in their volume of exports. 


DOLLAR GAP HOAX AND “TRADE VERSUS AID” SLOGAN 


We have already noted that the dollar gap hoax was in fact built 
up statistically in order to lay the foundation for the lower tariff 
inti-trade-barrier propaganda slogan “Trade Versus Aid.” This of 
course was in the nature of a direct bid in the campaign intended to 
lead as rapidly as tem to a complete free trade policy. 

It will be remembered that the first amendment to the Constitution, 
that is, the Bill of Rights, places special stress upon freedom of 
sper ech and of the press, and so forth. Propagandists have not been 

low in developing slogans having for their purpose to make it appear 
that freedom of trade really meant free trade, which in turn meant 










































94 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 
removal of trade barriers and this included reduction if not complete 
elimination of tariffs or customs duties. 

Of course, freedom of speech and of the press was never intended 
to include license to indulge in defamation of character. And the 
right to assemble was never intended to indicate the right to form 
destructive mobs having for their purpose to seize or to destroy the 


property of others. By the same token, a policy of freedom of trade | 


certainly never was intended to sanction activities of pirates, 


smugglers, dumping or other unfair methods of competition. It is | 


not necessary to dwell at length on the history of the smugglers of 
early days such as Captain Kidd and Lafitte, nor would anyone at 
the present time advocate complete removal of regulations governing 
trade with foreign countries, repeal of all tariffs, excise taxes and 
other methods of providing revenues. One needs only to turn to 
section 8 of article I of the Constitution to there find that Congress 
was charged with the responsibility of providing revenue, providing 
for the general defense and national security, and Congress was 
charged with the duty of regulating trade with foreign countries. 
Nonetheless, propagandists developed slogans demanding reduction 
or removal of tariffs, removal of all trade barriers, and as near an 
approach as possible to the unsound policies of free trade. 

At this point attention may well be directed again to the respon- 
sibility of Congress to provide a national currency to serve as a 
measure of value and a medium of exchange, and it specifically pro- 
vided in section 8 of article I that the Congress shall determine the 
value of the new national currency and its relationship to foreign 
currencies and foreign exchange rates. 


rWO-WAY TRADE VERSUS MULTILATERAL TRADE 


One of the current propaganda slogans proclaims the merits of two- 
way trade apparently indicating that the value of trade must be 
equalized between the United States and each of 100 other countries. 
This of course is as unsound economic policy as any of the other 
slogans, since probably no two countries in the world either could or 
should attempt to direct balance of trade with each other. Sound 
foreign trade policy involves multilateral trade in which commodities 
move in literally all directions. Each country may of course set a 
goal of balance between that country and the rest of the world. This 
in turn calls for ultimate universal convertibility under which the 
currency of each country can be converted to the currencies of all other 
countries. But here again the proponents of the free trade slogans 
seem to justify multiple exchange rates under which currencies of 
individual countries may be ms :nipulated and individual countries 
may have 5 or 10 or even 25 different exchange values and these may 
fluctuate from day to day, based upon granting of exchange permits 
or licenses. 
The place of the slogan Trade Versus Aid in this crazyquilt pat- 
tern or attempt to exploit the fallacies of the dollar gap hoax. 
Notwithstanding the fact that the Government of the United States 
found it politically convenient to levy burdensome taxes upon the 
people of this country and to develop an extraordinary program of 
economic, military and political aid to other countries, the slogan 
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next introduced by the propagandists was to shift from aid and to sub- 
stitute in its place free trade or lower tariffs on the one hand and 
methods of procedure to stimulate trade. 

Brey ating trade as such may or may not have merit. The increase 

. dollar value of imports into the United States from $1,433 million 
in 1933 to $10,817 million in 1951 may appear to be a tremendous ac- 
complishment. As a matter of fact, it has largely represented infla- 
tionary programs in this and foreign countries, price manipulations 
accomplished through licenses, permits, barter arrangements, quotas, 
and so forth, or through multiple manipulations in value of curren- 
cies and exchange. Further increase in the volume of trade may be 
wholesome or it may be disastrous to the domestic economy and any 
slogan demanding more trade for the sake of more trade could be 
the most unsound policy for our Government. 


FOREIGN EXPLOITATION OF UNITED STATES MARKETS 


One does not need to be a close student of international history or of 
the history of a long period of years in order to locate dozens of 

illustrations of termi exploitations of the American market and 
practically destruction of the domestic economy of the United States. 
In another part of this memorandum, illustrations have been cited 
extending from the period preceding the Revolutionary War down to 
the very recent years. Mention was made of the determined efforts 
of several foreign countries to regulate, control or even destroy the 
American markets through manipulation of transportation, taxation, 
embargoes, or otherwise. 

Without repeating these illustrations, we may come down to the 
recent years 1925-26 jus st preceding the worldw ide depression. The 
Stevenson plan developed by the United Kingdom, Netherlands and 

ther colonial powers in Europe led to an inc ‘rease in the price of crude 
rubber from about 25 cents per pound to $1.25 per pound. The Amer- 
ican market and consumers were thus Nterally drained of a billion 
dollars a year through exchange and price manipulations. 

Another recent illustration was during the years following World 
War I, when our closest neighbor and friend, Cuba (or those who con- 
trolled the sugar market) oe — price of sugar up to about 25 
cents a pound (raw sugar, f. 0. b. Cuba). By so doing the specific 
rate of duty was increased fe ‘hi equiv alent of 10 percent tariff 
to the equivalent of 100 percent fariff. Then, through further manip- 
ulations in the world market, the price of sugar was forced down to 
less than 1 cent a pound in an effort to destroy the American market 
for the producers of such neighboring friendly areas as Puerto Rico, 
Hawaii, and the Philippine Islands, as well as the domestic cane and 
beet sugar producers. 

On another occasion, our great western Pacific neighbors in Japan 
secured a complete monopoly of natural camphor and proceeded to 
exploit the American market and the people of the United States, until 
in the Tariff Act of 1930, a method of procedure was worked out 
which led to extensive production of synthetic camphor in this coun- 
try. Our friends, the Japanese, did not hestitate to manipulate the 
American market. 
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Another interesting recent illustration was the control by foreign 
governments and people of cinchona—the basis for production of 
quinine. Much as they loved the United States and the America: 
people, they were willing to exploit us even though it was an item of 
tremendous importance in the medical field. 

One further illustration will suffice at this point. Reference is made 
to the fact that preceding 1937 the United States depended 100 percent 
upon China for more than 100 million pounds of tung oil annually, 
China was practically the world’s only source of tung oil and the 
United States was practically the only important world market. And 
yet Japan moved in on China and during the period 1937 to 1941, the 
United States was exploited to the limit. And of course following 
Pearl Harbor, the United States was practically cut off from all for- 
eign sources of tung oil. The same could be said with reference to 
copra and coconut oi] from the Philippine Islands. 

The above should be sufficient to illustrate at least the fact that if 
the Congress of the United States fails to regulate commerce with 
foreign countries and to defend our own market and our own welfare, 
we cannot depend upon other countries even though they pose as our 
best friends. 


rHE UNITED STATES IS NOT A HIGH TARIFF COUNTRY 


Klsewhere, attention has been called to the fact that American 
groups as well as foreign countries and other foreign interests have, 
through slogans and propaganda, attempted to make it appear that 
the United States in 1930 passed the highest Tariff Act in the history 
of the world. This in turn was charged with the basis for the world- 
wide depression which culminated in 1933. Elsewhere we have called 
attention to the fact that the average rate of duty in the United States 
during the period 1922 to 1928 was about 38 percent when based on 
dutiable commodities alone, and about 13 percent when based upon 
total imports. But then came the worldwide depression and without 
any important change in the tariff by Congress, the average ad valorem 
ratio of customs duties collected to value of imports climbed from 
39.3 in 1926 to 59.1 in 1932. 

Of course this represented almost entirely a collapse in the world 
price structure. If the ratio is computed on the basis of all imports, 
including free and dutiable, it climbed from 13.2 percent in 1925 to 
19.8 percent in 1933. This 50 percent increase in ad valorem equiv 
alent was entirely due to worldwide manipulations of currency ex 
changes and the price structure. 

The only conclusion from this and other illustrations is that falla- 
clous economic reasoning and political propaganda slogans have 
apparently convinced the mass of the people that Congress had in 
creased the average tariff by not less than 50 percent. This led to the 
passage of the Tariff Act amendment 350 known as the Trade Agree- 
ments Act of June 12, 1934. The arguments were all based upon 
absolutely false records and statements. 

It should be added here that there are illustrations of absolutely the 
same situation operating in the opposite direction under other tariff 
acts. One illustration will suffice. Under the Tariff Act in effect in 
1910-12, the average rate of duty based upon existing prices of duti- 
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able imports, was almost exactly 40 percent—or the equivalent of 20 
recent when based upon all imports. 

lhe Underwood Act was passed in 1913, but at the same time there 
occurred World War I and world prices got out of control, with the 
result that the ratio of customs duties collected to value of imports, 
teadily declined from an average of about 20 percent to only 5.7 per- 
cent in 1918, at the close of wee 1 War I. This decrease of 60 or 70 
pereems could not in any way be properly credited to or charged to 
the Underwood Act. It was entirely 4 to the runaway price struc- 
ture which developed during World War 

lhe wholesale price index of all Techou ties in the United States 
went up to 154.4 (1926=100). This was as high as prices had ever 
reached in the United States in well over 100 years. As prices went 
down, following World War I, the tariff ratio went up accordingly 
ind (without any act of Congress) the tariff ratio doubled between 

918, and 1921-22. And, indeed, the tariff rate continued up as prices 
fell, so that by 1922 they were as high as they h: id been before the war 
in 1914 (38.1 in 1922, compared with 37.6 in 1914 when based on duti- 
uble imports, and 14.7 in 1922 compared with 14.9 in 1914 when based 
on all imports). 

This brief statement should be sufficient to illustrate the fallacies 
incorporated in the slogans carried across the country by propa- 
eandists. It may be desirable, however, to make brief reference to 
the relative level of tariffs in the United States compared with all 
foreign countries of any importance. The general claim was made 
by propagandists that the aver: age rate of duty in the United States 
was higher than any other country in the world. 

This claim was made as a part of the agitation to secure passage of 
the Trade Agreements Act of June 1934. Three years later in 1937 
this witness made an extensive investigation of rates of duty then 
prevailing in 50 or more countries, including every country of com- 
mercial importance. And it was found that on the average, the tariff 
rates of the United States were lower than the average in all of these 
foreign countries combined, and the rates were lower in only a small 
number of relatively small individual foreign countries. 


LOWER TARIFFS AND MORE TRADE 


At the present time, the same slogan is being bandied about by 
propagandists calling for lower tariffs and more trade without regard 
for the fact that the large increase in imports due to the currency 

manipulations, etc., and also without regard for the fact that in an 
inven recently completed by this witness, it was demonstrated 
that the average rate of duty for the United States is, at the present 
time, lower than in any important commercial country and in fact 
lower than any except 3 or 4 relatively small nations. 

Furthermore, the facts shown in Tariff League Circular No. 133 
recently published, indicates that the United States has reduced the 
iverage rate of duty under the trade agreements program twice as 
much as the average reduction in all of the same trade agreements 
with all of the forei ‘ign countries with which agreements have been 
made (either bilateral or multilateral) under the auspices of GATT. 
lariff League Circular No. 133 to which reference is here made has 
been discussed and offered as exhibit No. 1 in this hearing. 
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LIST OF COMMODITIES WHICH EUROPEAN COUNTRIES WOULD LIKE TO SHI 
TO THE UNITED STATES IN LARGE VOLUME 


Having presented testimony and 2 tables, F and G, with reference 
to the 50 leading commodities imported into the United States, and 
the 15 leading commodities classified as critical or strategic—of min- 
eral or metallic origin—we may turn for a moment to an examination 
of propaganda carried on by domestic and European groups who 
desire to more completely open the American market—after they have 
succeeded in further reducing tariffs and other so-called trade barriers 
and after they have destroyed, if possible, all other regulations goy 
erning commerce between the United States and foreign countries. 

In general, the various groups which have carried on educational 
campaigns (popularly referred to as propaganda) have failed to indi 

cate the lists of commodities which they are anxious to pour into the 
onions market. It is possible, however, to get a good idea of their 
ambitions from an examination of several] pub ications. Inasmuch as 
several of these reports are in printed form, it should serve our pur- 
pose here merely to list at this point some of the more important of 
these reports. ‘The following should serve as a guide: 

|. Report of the ECA—Commerce Mission, October 1949, To 
Investigate Possibilities of Increasing Western Europe’s Dolla 
Earnings. 

Senator Matonr. We will make that exhibit No. 5. 

(The document was marked “Exhibit No. 5” and is placed in the files 
of the committee. ) 

Dr. Coutter. This report was compiled by a special Commerce mis- 
sion under the direction of Mr. Paul G. Hoffman, at that time Admin 
istrator of ECA. It should be noted, however, that Mr. Hoffman 
during the last 5 years has been one of the outstanding leaders in this 
movement and close adviser to the administrative chairman of the 
recent C onimission on Foreign Ee onomic Policy. 


) 


2. Report to the President on Foreign Economic Policy, November 
10, 19° 0, 

This report is commonly referred to as the “Gordon Gray” report. 

Senator Martone. That will be exhibit No. 6. 

(The document was marked as “Exhibit No. 6” and placed in the 
files of the committee. ) 

Dr. Couurer. 3. Partners in Progress, March 1951, by what has 
been recorded as The International Development Advi isory Board 
in response to a letter from the President dated November 24, 1950. 

‘inate Matone. That will be exhibit No. 7 

(The document was marked as “Exhibit No. 7” and placed in the 
files of the committee. ) 

Dr. Coutrer. 4. A Trade and Tariff Policy in the National Interest, 
commonly referred to as “A Report to the President by the Public 
Advisory Board for Mutual Security.’ 

Senator Matonr. That is the Bell report. 

Dr. Coutrer. This report is commonly referred to as the Bell re- 
port. It is widely distributed by the Mutual Security Agency at the 
present time. 

Senator Martone. That may be exhibit No. 8. 

(The document referred to was marked as “Exhibit No. 8” and is 
made a part of this committee files.) 
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yr. CouLrerR. 5. Report to the President and the Congress, Janu- 

1954, by the Committee on Foreign Economic Policy. 
senator Matone. That may be exhibit No. 9. 

Che document was marked “Exhibit No. 9” and is to be placed in 

ommittee files. ) 

Mr. Courter. In addition to these five repens there lp been 
veral elaborate reports compiled and issued by GATT, an agency 
of the United Nations—to which more detailed reference will here- 
ifter be made. There have also been a series of publications under 
the general title, “Financial Stability and the Fight Against Infla- 
tion,” published by OEEC. This series of reports, the last of which 
the fifth re port) has just been issued by OEEC under date of Febru- 
ary 26, 1954. This report has just come from the press. 

Senator Martone. We will make that exhibit 10. 

(The document was marked “Exhibit No. 10” and is to be placed 
n the committee files. ) 

Dr. Coutrer. In addition to general reference to these reports, it 
seems desirable to put in the record a tabulation of 63 items or com- 
modities, most of which are largely manufactured in Western Euro- 
pean countries which, it is claimed by OEEC, are especially adapted 
for the American market. This list of 63 items published under date 
of December 1953 carries a foreword by President Eisenhower, and is 
as follows: 

Drive by European countries (members of OEEC) to increase their sales in 
United States markets. 

Their publicity claims that the United States is still a high-tariff country 
and that the low average is due to the tremendous volume of exotic items on 
he free list. 

The following is a sample of the products they list, with the rates 
of duty they claim: 

1. Embroidered wool gloves, 90 per cent——— 

Senator Martone. Take No. 1, embroidered wool gloves, 90 percent. 
What does that mean ? 

Dr. Counrver. They claim that is the rate of duty which we still 
have, and which we ought to reduce when we extend the Trade Agree- 
ments Act. 

Senator Matone. Where do they get the idea that embroidered 
wool gloves have a 90-percent duty ! Is that true? 

Dr. Courter. Yes. That is embroidered, you see. It is handwork 
stuff. That is their calculation. I would have to stop to calculate 
these. These are items which are valued per pound at not over $1.25, 
50 cents per pound and 50 cents ad valorem. 

Senator Martone. Let us let that go. What are the wages in the 
countries that make these embroidered wool gloves? 

Dr. Coutrer. They range between 37 cents an hour in Italy to 
about 75 cents. 

Senator Matonr. What would be our wages? 

Dr. Courrer. $1.75 up. 

Senator Matonr. About 21% times. 

Dr. CoutrEr. Fully 214 times. 

Senator Martone. Very well. Continue, please. I am very much 
nterested in the title of this next section— 

Agencies of the United States Government who or which have jurisdiction 
over tariffs, revenue, foreign trade, currencies, exchange, trade agreements and 
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treaties which include the regulation of commerce with 
exchange value of foreign coin. 
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Will you continue, please. 
Dr. Courter (reading) : 


Cotton rag rugs, 75 percent. 

Handmade glass vials for perfume, 75 percent. 

Bicycle bells, 70 percent. 

Glass surgical instruments, 70 percent. 

China dolls, 70 percent. 

Certain Jacquard figured silk fabrics, 65 percent. 

Gold lacquered articles, 65 percent. 

Certain cotton articles partly of machine-made lace, 65 percent. 
Chemical stoneware, 64.5 percent, 70 percent. 

Cotton embroideries, 64 percent with duties as high as 90 percent. 
Watch crystals, except round, 60 percent. 

Glass dental instruments, 60 percent. 

Certain artificial flowers, 60 percent. 

Phonograph needles, 58 percent. 

Cigarette lighters, 55 percent. 

China tableware, 54 percent, 77 percent. 

Fountain pens, 53 percent. 

Jewelry, 52 percent, 65 percent. 

Ornamented leather wearing apparel, 50 percent. 

Rubber toys, except dolls, 50 percent, 70 percent. 


. Ornamented cotton wearing apparel, 50 percent. 


Toy souvenirs, 50 percent. 
Clothes and shoe brushes, 50 percent. 


. Ornamented silk wearing apparel, 50 percent. 


Glass mirrors, 50 percent. 

Certain Christmas tree ornaments, 50 percent. 
“ur bonnets, caps and hoods, 48 percent. 
Certain dolls and doll clothing, 45 percent. 
Artificial baits and fly boxes, 45 percent. 
Fishing baskets or creels, 45 percent. + 


. Glass globes and shades, 45 percent. 


Unfilled handmade glass bottles, 45 percent. 
Bamboo articles, 45 percent. 

Crocheted cotton gloves, 45 percent. 

Cotton lace wearing apparel, 45 percent. 
Cotton net wearing apparel, 45 percent. 
Slide fasteners, 44 percent, with duties as high as 66 percent. 
Levers lace machine products, 48 percent, 65 percent. 
Taximeters, 25 percent 

Mechanical pencils, 41 percent. 

Cotton friction or insulating tape, 40 percent. 

Woven fabrics of flax, 40 percent. 

Tweezers, manicure nippers, and nail files, 40 percent. 

Cotton velveteen and velvet articles, 40 percent. 

Surgical needles, 40 percent. 

Surveying instruments, 40 percent. 

Circular combs for textile machinery, 40 percent. 

Wooden folding rules, 40 percent. 

Cotton lace window curtains, 40 percent. 

Cylinder wires, 37 percent—50 percent. 

Cotton gloves, 387 percent with duties as high as 60 percent. 
Walking canes, 37 percent. 

Watches and watch movements, 36.6 percent. 

Walnuts, 36 percent. 

Women’s and children’s leather gloves, 36 percent. 

Air rifles, 35 percent. 

Beaded handbags, 34 percent—45 percent. 
Aluminum folding rules, 33 percent. 

Nets and veils, 33 percent—70 percent. 

Wool gloves and mittens, 33 percent—90 percent 
Woolens and worsteds, 33 percent—60 percent. 
Embroidered cotton hose, 30 percent-60 percent 


foreign nations and the 
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\GENCIES OF THE UNITED STATES GOVERNMENT WHO OR WHICH HAVE 
FURISDICTION OVER TARIFFS, REVENUE, FOREIGN TRADE, CURRENCIES, 
EXCHANGE, TRADE AGREEMENTS AND TREATIES WHICH INCLUDE THE 
REGULATION OF COMMERCE WITH FOREIGN NATIONS AND THE EXCHANGE 

\LUE OF FOREIGN COIN 


With adoption of the Constitution there appeared to be a very 
definite separation of jurisdiction as between the Congress, the 
judiciary and the executive department (which included the Treasury 
ind State Departments) “the appointment of Ambassadors, other 

ublic ministers and consuls” and “the power by and with the advice 

i consent of the Senate, to make treaties, provided two-thirds of the 
Senators coneur.” 

The consular service was placed within the jurisdiction of the State 
Department and the Customs Bureau within the jurisdiction of the 


lreasury Department. The State Department with the aid of Am- 
sadors and other public ministers negotiated the treaties for the 
resident and the Customs Bureau administered the customs law. 


Variff Acts were within the immediate and exclusive jurisdiction of 
Congress, subject to veto by the President who in turn was subject to 
an overriding vote of Congress. It was just as simple as that. 

Senator Martone. That constitutional responsibility was trans- 
erred to the Executive by the 1934 Trade Agreements Act that they 
refer to as the Reciprocal Trade Act, is that true? 

Dr. Couurer. Yes. Part of this has apparently got balled up 
in FDR changing the value of gold and now that is one of the things 
which is most under controversy in the Bricker amendment. That 

what must be passed by the Senate. Senator George introduced 

amendment to the Bricker proposal to make it specifically include 
executive agreements to be treated the same as a treaty. 

Senator Martone. You believe that to be ne cessary to prevent execu- 
tive agreements interfering with trade regulation by Congress. 

Dr. Courrer. Yes, I really do. They have gone ahead and look 


at they have done with GATT. They have set up a thing through 
the U nited Nations which is now running all our business. Even in 
our production control law, restricting the amount of imports of 


certain fats and oils, they took it up and threatened all sorts of dire 
things, and had commissions and committees and literally, believe it 
or not, substantially forced Congress to drop section 104 when the 
Production Control Act was continued before that production con- 
trol was terminated entirely. 

Then you went ahead fortunately and put the equivalent of section 
104 in the Agricultural Adjustment Act where the parity price ar- 
rangement and quotas could be used. But of all the ripping and 
snorting and tearing in Geneva by GATT and the State Department 
was raising and had a whole scad of experts running between the 
State Department and Congress threatening everything. You did 
not do it that way. 

Senator Martone. The only way they can keep Congress from pass- 
ng any certain act would be influencing Senate votes through the 
State Department or through the Executive. Is that not the only 
method? Congress could pass any legislation they wanted to pass 
if they had the votes to pass it. 
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Dr. Coutrer. You mean by that, for instance, some days ago near 
the end of the first session of this Congress the United Nations through 
one of their many agencies brought in a proposed treaty and brought 
it to the President and the State Department, and they O. K.’d it, 
and it went up to the Senate, and it went to the Foreign Relations 
Committee, and I do not know whether they had hearings, but there 
was a rush and Senator Wiley said here is a treaty that has to be 
approved, and it has been approved by the committee and the speaker 
said all in favor, say aye, and there were three Senators present. 
Th: at is one of the illustrations of where things slide through, and 
that is one of the amendments to the Bricker proposal, to make Senate 
approval subject to the rolleall so that the record may show what 
Senators were present when certain treaties went through. I mean 
unless we have more of a definition of how treaties are made, and 
approved, we are subject to government from other nations, or from 
Geneva or some place else. 

Senator Marone. Go ahead. 

Dr. Coutrer. It may be added that agreements dealing with navi- 
gation and friendship have always been classified with commercial 
treaties and dealt with the same as political or other special treaties. 

All of our treaties of friendship and navigation, all about wharves 
and docks and the rights of travelers, passports and that sort of thing, 
they are considered as treaties. But all these other things, executive 
agreements on tariff rates, and so forth, are now under the control of 
the State Department. 

Senator Martone. That is the fault of Congress when they passed a 
bill simply transferring the constitutional responsibility of Congress 
to regulate foreign commerce and levy duties, imposts and excises, to 
the executive. 

Dr. Coutrer. Yes. 

Senator Martone. If Congress did not extend the act past June 12 
then that constitutional responsibility would revert to Congress, 
would it not? 

Dr. Courter. That is true. 

Senator Martone. Through the Tariff Commission, its agent. 

Dr. Courter. Yes. Unless the State Department ignored you and 
went ahead with this law having expired, and provisionally accepted 
membership in GATT. 

Senator Martone. Then it would simply be a conflict between the 
President and the Congress which might have to go to the Supreme 
Court to determine which is which. 

Dr. Coutrer. That is true. When the President turned down a 
finding of the Tariff Commission, rejected it, as they have been doing 
in a lot of cases, and I have a whole list of them here in the next 
section of this statement, the President merely reports it to the House 
and Senate. There it may lie on the desk 60 days and if no action is 
taken there it is automatically assumed to be accepted by the Congress. 

Senator Maronr. That is under the 1930 Tariff Act? 

Dr. Coutrer. No, that is under the general provision that findings 
of the President transmitted to the Congress shall rest on the desk 
of the Speaker of the House and the Senate for a period of 30 or 60 
di nys. 

Senator Martone. Was that under the 1930 Trade Agreement Act? 
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Dr, Couurer. No, it is not any place. It is just done as the sort of 
th ng th: it the President by E xecutive order does. 

Senator Matonr. Let me again clarify this, and you correct me if 
[am wrong. If no action is taken by Congress to extend that 1934 
Trade Agreements Act, called reciprocal trade for purposes as you 
have already said to sell free trade to the American people, then auto- 
mi tically the regul: ation of foreign trade through the adjustment of 
duties, imposts, and exe ises, that we know as tariffs and import fees, 
reverts to the Tariff Commission, an agent of Congress. 

Dr. Coutrer. Under section 336. 

Senator Matonr. Which in so many words directs the Tariff Com- 
mission to determine the cost of producing an article in this country 
and the article or a like article in the chief competitive country and 
to recommend that as the tariff or duty to the President, who may 
then affirm that finding and it becomes a tariff, is that true? 

Dr. Coutrrer. Yes, but all presently existing rates that are in this 
import volume would be in full force and effect because of our pro- 

visional membership in GATT, even after June 12. Then if you 
tried to go through the Tariff Commission, which you would—that 
is the way you would go, either that or abrogate a trade agreement 
all these items would be subject to Tariff Commission study and would 
come to the President, and he would either approve or submit his veto 
to the Congress. 

Senator Matone. Suppose the State Department and the Execu- 
tive insist that this was a permanent thing until cancelled, that is, all 
these 2,000 concessions arranged by GATT. Then if the Congress 
and the Tariff Commission proceeded in the regular way, that would 
be a direct conflict which would have to be resolved. 

Now, let me have your opinion for the benefit of the committee, why 
is that provision in section 336 necessary that it has to go to the Presi- 
dent at all? Why would we not amend the act along the lines that 
I have introduced 2 or 3 times, calling it a foreign trade authority but 
the same setup as the Tariff Commission, and giving them full author- 
ity on the basis of fair and reasonable competition to adjust the tariffs 
and import fees unless Congress takes action by joint resolution within 
60 days or a reasonable time it becomes a tariff. Why de we refer it to 
the President at all if it is a congressional responsibility under the 
Constitution ? 

Dr. Coutrrr. I think that is clearly within the purview of section 
§ of article I of the Constitution. The Congress shall 

Senator Matonr. What would you recommend we do? 

Dr. Coutrrer. Terminate the Trade Agreements Act, thus reverting 
all of the jurisdiction out of the so-called reciprocal trade program 
and into the Tariff Commission program, equipping them with staff 
so they could do it, and letting all interested parties apply for resto- 
ration of the rates of 1930 or even a 50 percent increase is provided. 

Senator Matonr. Why not let the Tariff Commission proceed under 
their authority to adjust the duties, imposts and excises on the basis 
of fair and reasonable competition. 

Dr. Coutrer. If Congress would do that, and say that is a criteria. 

Senator Martone. But it already said that they shall determine the 
cost of producing an American article and the cost of producing that 
article in a chief competitive nation and they would have no alter- 
native. 
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Dr. Counter. Yes The Supreme Court held that those crite 
vhen carried out efficiently by a Tariff Commission appeared to comp 
with all the requirements of law, and did not challenge or go «ec 
trary to another provision prohibiting Congress from delegat 


authority. 

Senator Manone. Of course, that is true. 

Dr. COULTER. That is a oC od Supreme Court decision. 

Senator MALone. Suppose we amended the 1930 Tariff Act, section 
356, so that it was not necessary to refer it to the President at all, tl 
the difference in cost as described in section 336 would be recommended 
as a tariff and unless Congress through joint resolution denied the ef 


fectiveness of this tariff within 60 days, it automatically becomes the 


tariff. 

Dr. Coutrer. I think you have raised the question there whether 
the President has a veto over that, the same as he has a veto over al es, 
bills of Congress. Because the action of the Tariff Commission under ’ YT 


a general provision of the Cor ss, the actual proclamation would Depal 
. edt 


have to be issued by the President. and he might refuse to issue suck 4 
proclamation declaring this is the new rate. ; 

Senator Matone. Do you think the constitutional provision that 
it is the same as a congressional act for an agent of the Congress to 
fix the tariff rate, that it would have to be subject to veto of 
President the same as the congressional act? 

Dr. CouuTer. ¥ have the Constitution here in my head as well as 
in my pocket. Then of course the Congress in turn could override 
the President’s veto. 

Senator Martone. Of course; did not the Congress of the United 
States create an Interstate Commerce Commission to fix freight rates 
on the basis of reasonable return on the investment as an agent of 
Congress. 

Dr. Coutter. Yes. That act was approved by the President. 

Senator Marone. Is that subject to his veto? 

Dr. Counter. Not each change, because provision was made in there 
that rates, call it tariffs, railroad freight and so forth, determined by 
the Interstate Commerce Commission under the criteria specified are 
subject to review in the courts. 

nator Matone. Why could we not ive this reviewed in the 
ourts ¢ 

Dr. Couvrer. You could, in my opini 

Senator M LONE. Then it would not be necessary to refer it to the 
President. : 

Dr. Counter. That is my opinio1 

Senator Matonr. That clears that point. Let us go on 

Dr. Covrter. I have obse rved the ICC tivity for 40 years. 

Senator Martone. But it is not referrab let to the President when the y 
fix a freight rate. 

Dr. CouLTER. No. it is sub ject to review by the courts. 

Senator Martone. You think if the tariffs were subject to review to 
the courts, the same principle would apply? 

Dr. Coutrer. I think the same principle would apply and I do not 
see why it would not. I have disc anal that at length with various 
people. 

Senator Martone. Will you clarify that when you correct your 
testimony ? 

Dr. Coutter. Yes. 
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senator Matone. Then go ahead. 

Dr. COULTER. With expansion and increase in complexities of Gov- 
ent it may be said that the following agencies of Government 
lirectly involved in foreign economic policies : 

Both Houses of C ongress must act upon all laws and in addition 
Senate must act on selection of ambassadors and others and ap- 
il of treaties. 

Che President is charged with negotiation of treaties and com- 
ial agreements as well as appointment of Ambassadors, and 
rs, subject to Senate approval. 

The Consular Service is within the jurisdiction of the State 

Department, as is the actual negotiation and actual supervision of 
ie agreements. 

The Customs Bureau is within the jurisdiction of the Treasury 

Department. 
National defense and public security come largely under the 
Department of Defense subject to the Security Council and the Presi- 

t as Commander in Chief. 

The Mutual Security Administration is a quasi-independent 

gency subject to the President, and the State and Defense Depart- 
nts. 

Senator Martone. That is a successor to ECA which was a successor 

the Marshall plan, which in turn was a successor of UNRRA. 

Dr. Coutrer. And recently is a successor of Mutual Security which 

is been reorganized under the Stassen program in one of these execu- 
: reorganization programs. 
Senator Maxone. And all of it goes to make up the cash money that 
e either send to Europe or pure hase goods here and send to Europe, 
nd which the State Department has c alled forei sign trade. 

Dr. Courter. Yes. 

Senator Martone. Go ahead. 

Dr. Coutrer. 7. The so-called point 4 program of foreign aid comes 

thin the Mutual Security Administration. 

8. The Bureau of Foreign Commerce, with its many divisions, is 

vithin the Department of Commerce. 

The Census Bureau is the statistical agency for Treasury, State, 

Commerce, and other departments and divisions. 
10. The United States Tariff Commission is an independent agency 
f the Congress, in a measure affiliated with State, Treasury, Com- 
merce, and others. That is to say that the Trade Agreements Act as it 
ow stands specifies that the Tariff Commission, and the Commerce, 
Treasury, State, and so forth, has to have members on the so-called 
Committee for Reciprocity Information. That is how they are tied 
there. 

Senator Matone. But there is nothing in there of their final deci- 

sion. The State Department or the executive has the final decision. 

Dr. Counter. That is right. Theirs is merely fact finding and 

idvisory. 

Senator Matonr. It is the President as a matter of fact, but the 

way it has been administered, it has been the State Department. 

Dr. Couurer. Yes. 

Senator Matone. Secretary Acheson and Assistant Secretary 

Thorpe testified many times before the committees that it was then 
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impossible to separate the domestic economy from the foreign policy 
You are familiar with their testimony. 

Dr. Couirer. Yes. 

Senator Martone. That is true as long as you have the 1934 Trad 
Agreements Act transferring the regulation of trade to the executiv: 

Dr. Courter. Yes. 

Senator Martone. But if the 1934 Trade Agreements Act were al 
lowed to expire on June 12, domestic economy would be separated 
again from the foreign policy. As a matter of fact, the Constitutior 
of the United States pointedly separates the foreign commerce from 
foreign policy. Is that your conception ? 

Dr. Courter. Yes. 

Senator Matonr. But Congress deliberately tied them together. 

Dr. Courter. Or at least put them so vaguely that it was transferred, 

Senator Martone. It was transferred to the executive, and for all 
practical purposes, it has been the State Department to determine what 
industry shall be preserved in this country and what industries shal] 
be sacrificed in their idea of one world. 

Dr. Coutrer. That is true. 

The Department of Agriculture maintains a Foreign Agricul 
tural Service divided into a series of special divisions. 

12. Various other departments (such as Interior and Insular 
Aff 
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irs) have activities bearing upon foreign economic relations. 


al 
3. Miscellaneous agencies. 
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First is agreements with Latin American countries. I thought we 
would want to separate the continental groups and the date at which 
the first agreements were entered into. 

Agreements with European countries and Canada. 

Agreements with miscellaneous countries. 

This testimony would not be complete without a very brief reference 
to and list of trade agreements entered into under the Trade Agree 
ments Act as amended and extended, and their most recent status and 
relationship toGATT. The pages following present such a list show- 
ing in each case date terminated, suspended or superseded or joined 
as a segment of GATT. 

This is a master list of all trade agreements that the United States 
has concluded under the Trade Agreements Act of 1934, as amended 
and extended, and their status on April 1, 1953, arranged in order of 
first agreement preceding GATT. 

Cuba: And the Cuban trade agreement was the only truly recipro- 
cal agreement entered into. It was separately authorized in the Trade 
Agreements amendment, section 350. 

First bilateral agreement was effective September 3, 1934, 
pended January 1, 1948, and acceded to GATT. 

First supplemental bilateral was effective December 23, 1939, sus- 
pended January 1, 1948, and acceded to GATT. 

Second supplemental bilateral was effective January 5, 1942, sus- 
pended January 1, 1948, and acceded to GATT. 

GATT was effective January 1, 1948. 













sus 
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Exclusive bilateral, supplementing GATT, was effective January 1, 
1948. 
Other Latin American: 
Haiti, bilateral agreement, was effective June 
December 31, 1949, and acceded to GATT. 
Brazil, bilateral agreement, effective January 
July 31, 1948, acceded to GATT. 
Honduras, bilateral agreement, effective March 2, 1936. 
Colombia, bilateral agreement, effective May 20, 1936, terminated 
June 1, 1951; terminated by joint agreement. 
Guatemala, bilateral agreement, effective June 15, 1936. 
Nicaragua, bilateral agreement, effective October 1, 1936, duty con- 
cessions and certain other provisions terminated March 10, 1949. En 
tire agreement terminated May 27, 1950. Acceded to GATT. 
KE] Salvador, bilateral agreement, effective May 31, 1937. 
Costa Rica, bilateral agreement, effective August 2, 1937, terminated 
June 1, 1951, by joint agreement. 
Kcuador, bilateral agreement, effective October 23, 1938 
Venezuela, bilateral agreement, effective December 16, 1939. 
Argentina, bilateral agreement, effective November 15, 1941. 
Peru, bilateral agreement, effective July 29, 1942, terminated Octo- 
ber 7, 1951, acceded to GATT. 
Uruguay, bilateral agreement, January 1, 1943 
Mexico, bilateral agreement, effective Januar y 30 
December 31, 1950 by joint agreement. 
Agreements entered into with Canada and European countries: 
Belgium, bilateral agreement, effective May 1, 1935, suspended Jan- 
uary 1, 1948, acceded to GATT. 
Luxembourg, bilateral agreement, May 
1, 1948, acceded to GATT. 
Sweden, bilateral agreement, effective August 5, 1935, terminated 
June 30, 1950, acceded to GATT. 
Netherlands, bilateral agreement, effective February 1, 1936, sus- 
pended January 1, 1948, acceded to GATT. 
Switzerland, bilateral agreement, effective February 15, 1936. 
France, bilateral agreement, effective June 15, 1936, suspended Jan- 
uary 1, 1948, acceded to GATT. 
Czechoslovakia, bilateral agreement, April 16, 1936, proclamations 
making effective reduced rates of duty terminated by United States 
April 22, 1939. Occupation of parts of Czechoslovakia by Germany 


3. 1935, terminated 


1, 1936, suspended 


1943, terminated 


s 


1, 1935, suspended January 


ams 


and ameats made it possible for Czechoslovakia to fullfill its obli- 
gations under the 5 oer 

GATT, effective April 20, 1948. All obligations under the general 
agreements suspended by United States September 29, 1951. Procla- 
mation making reduced rates of duty effective terminated by United 
States November 2, 1951. Suspended pursuant to section 5, Trade 
Agreements Extension Act of 1951. 

Canada: 

First bilateral, effective January 1, 1936, superseded January 1, 
1939, by second bilateral agreement. 

Second bilateral, January 1, 1939, suspended January 1, 1948, ac- 


ceded to GATT. 
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Supplemental bilateral, January 1, 1940, suspended January 1, 1948, 
acceded to GATT. 

s ipplem«e ntal bilateral, effective December 30, 1948, suspended 
January 1, 1948, acceded to GATT. 

GATT, effective January 1, 1948. 

Miscellaneous countries: 

Finland, bilateral agreement, effective November 2, 1936, termi- 
nated May 24, 1948, acceded to GATT. 

United Kingdom, bilateral agreement, effective January 1, 1948, 
acceded to GATT. 

‘Turkey, bilateral agreement, effective May 3, 1939, terminated Aug 
ust 4, 1952, acceded to GATT. 

Iceland, bilateral agreement, effective November 19, 1943. 
Iran, bilateral agreement, effective June 28, 1944. 






















ADJUSTMENTS IN TARIFF TREATMENT IN TARIFF ACTS BEFORE PASSAGE 


OF SECTION 350 AS AN AMENDMENT TO THE FINAL TARIFF ACT OF 1930 
















Section 550 is known as the Trade Agreements Act which became 
effective June 12, 1934, and therefore will have been in full force and 
effect for a period of 20 years when it expires under terms of the pres- 
ent extension on June 12, 1954. 

In this introduction I may say that attached to it is a list of all 
current applications for adjustments under escape clause, and so on, 
so that brings that right down to date. 

Senator Ciements. Doctor, Senator Malone says that you have 
been making a fine statement to the committee. I am sorry I could 
not be here before today, but it is my loss. 

Senator Matone. He has made a good record. He isa former mem- 
ber of the Commission. Since leaving the Commission in 1935, he 
has been a consultant in Washington on international trade and tariff 
matters, and we have asked him to prepare the record of factual in- 
formation for the benefit of the committee. Go ahead, Doctor. 

Dr. Coutrer. This last section here which is numbered pages 1 to 
13 merely because our discussion of the arrangement of topic resulted 
in the thought that we might put it here. 

Senator Martone. Go right ahead. 

Dr. CouiTer. As already noted in other parts of this series of memo- 
randa dealing with tariffs and trade, section 8 of article I of the 
Constitution makes specific provision to the effect that “The Congress 
shall have power to impose customs duties or tariffs” and also that 
“Congress shall have power to regulate the trade of the United States 
with foreign countries.” It has also been noted that the first act of 
the first session of the First Congress was a Tariff Act which prescribed 
customs duties on all imports and which otherwise provided for the 
regulation of trade with foreign countries. This was approved by 
President Washington on July 4, 1789. This first act was largely 
formulated by Alexander Hamilton, first Secretary of the Treasury 
in the first Washington administration. He was further instructed 
to make a comprehensive study of the subject and in 1791 was pre- 
pared to present to Washington and the Congress a general plan for 


tariff revision and for the application of customs duties to imports 
from foreign countries. 
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From July 4, 1789, until June 17, 1930 (a period of more than 140 
rs) the Congress carried out the authorization or instructions set 
th in section 8 of article 1 of the Constitution and all tariff acts 
re acts of Congress subject to presidential veto. During that period, 
itively little use was made of the power of treaty making which 
ed with the President. subject toa two thirds majority of the Sen- 

At different times Presidents and Members of Congress dis- 


ed the desirability of special bilateral treaties under the general 
e of treaties of reciprocity. Among early sponsors of this sugges- 


i were such Republican leaders as Congressman Dingley, Congress 

in (and later President) McKinley, and President Taft. The idea 
f reciprocity in the form of commercial treaties was always regarded 
is part of the Republican platform. As already noted, almost noth- 
ng of importance transpired in this field of treaty making and tariffs, 
so that executive trade agreements involving tariff rates did not appear 
n United States foreign economic policies until passage of the Trade 
\oreements Act of June 12, 1934. 

That is all I wrote on 140 years, because there were 100 different 
tariff acts. I have suggested that a little history of the tariff acts 
might be inserted as an appendix. 

Senator Martone. If you have any material, Doctor, that you think 
might be helpful to the committee, we will accept it as an exhibit 

Dr. Coutrer. This is called, A Brief Tariff History of the United 
States, and that takes us from the first bill by the First Session of the 
l‘irst Congress, signed by President Washington. 

Senator Matone. This will be accepted, A Brief Tariff History of 
the United States, as exhibit No. 11. 

(The document was marked “Exhibit No. 11” and is to be placed in 
the appendix to this hearing.) 

Dr. Courter. In addition to the absolute use of the tariff-making 
power, it should be noted that in 1916, in the Revenue Act of that 
year, there was created what has become known as the United States 
Tariff Commission. But that agency was created primarily as a 
sureau of Information to serve Congress in the making of tariff acts. 
In other words, neither the Tariff Commission nor the President were 
granted authority to negotiate trade treaties or trade agreements with 
foreign countries. But there was, during that period, a very con- 
siderable recognition of the idea that there should be some flexibility 
in the making of tariffs and in the regulation of foreign trade. 

The result was that the Tariff Act passed September 21, 1922, 
known as the Fordney-McCumber Act, carried a series of provisions 
which introduced flexibility in the making of tariff rates. Congress 
had passed an act dealing with foreign trade, under the general title 
of “Antidumping Act,” but the administration of that act was placed 
in the hands of the Secretary of the Treasury. 

In the Tariff Act of 1922, special provision was made providing for 
flexibility in rates and classifications as well as problems of unfair 
methods of competition in foreign trade and foreign discriminations 
against United States exports (see secs. 315-317 of the act of 1922). 
In these special sections the Tariff Commission, as an agency of Con- 
gress, Was given power to go into the questions of rate making, unfair 
methods of competition, and foreign discriminations. While the 
Tariff Commission was created as an agency of Congress, reports 
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approve findings or recommendations of the Tariff Commission. 

Senator Martone. That is where you believe it is necessary for the 
President to have in one way or another the veto power over any 
action of Congress, and an action of the Tariff Commission as an 
agent of the Congress is construed to be an act of Congress. 

Dr. Coutrer. Who shall issue the necessary proclamation or refuse 
to? 

Senator Martone. That is his veto power. 

Dr. Coutrer. That is his veto power. 

Senator Matonr. That is where you believe if any amendment to 
this tariff act were to be passed such as the Foreign Trade Authority 
that I proposed, if it had a provision for court review, it would not 
be necessary to give the President an opportunity to veto it. 

Dr. Coutrer. That is my opinion and has long been. I mean since 
the question of the adequacies and so forth of the Tariff Commission 
investigations was taken into the Federal court—not the Customs 
Court, which just deals with evaluation and a lot of routine things— 
the case was brought to the District Court, and from there was ap- 
pealed to the general court of appeals, and from there up to the 
Supreme Court, and the Supreme Court examined the matter com- 
pletely and issued a decision in which they held that the Congress 
had not delegated authority. They had created an agency to carry 
out their mandate with proper criteria. The Tariff Commission had 
adequately executed the requirements of the old sections 315, 316, and 
317, and the later sections 336, 337, and 338, and had showed due dili- 
gence, and had gathered all facts necessary ; their act was undoubtedly 

constitutional, and it was within the authority of Congress to create 
such an agency. 

In creating it, after the Tariff Commission had completed its job, 
then it recorded its findings to the President 
the duty of issuing the proclamation. 

Senator Martone. And he could veto it if he so wished. 

Dr. Counrrr. If he vetoed it. so will it be, but in the first 100 or 
150 cases there was no veto. I mean away back to Harding and 
Coolidge and Hoover no President vetoed even one. We never suf- 
fered a defeat and the Supreme Court held that the methods were 
adequate. That is just the way I interpret it from experience. 

We need not here review in detail the number of investigations 
carried on by the Tariff Commission during the period September 21, 
1922, to June 17, 1930, except to say that relatively few rates were 
reviewed or changed through this process. The Tariff Commission 
was recognized as an agency of the Congress, but there was preserved 
the process of submitting the reports to the President and the right 
was reserved for the President to veto or approve findings of the 
Commission as rg President might approve or veto acts of Congress. 

Historically, it is significant that when the Tariff Act of 1930 was 
finally Grated it contained the same three provisions as were in 
the Tariff Act of 1922, except that the paragraphs in question were 
numbered sections 336, 337, and 338. 

Senator Matonr. Suppose he vetoed a tariff rate recommended by 
the Tariff Commission. Then how could it be subject to passage over 
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: veto? Would Congress have to take it and pass it by two-thirds 

jority to make it effective? 

Dr. Coutrer. That is a question that I have not thought of. 

Senator Martone. It has never been done. 

Dr. Coutrrr. It has never been done, and I found no case in which 
the question was raised. 

Senator Martone. Certainly the Tariff Commission has no authority 
to pass it over his veto. 

Dr. Coutrrer. No, it would have to be the Congress. I think it 
would be the normal congressional act. 

Senator Matone. All right. Go ahead. 

Dr. Coutrer. However, the same idea of flexibility was incor- 
porated ; the Tariff Commission was recognized as an agency of Con- 
cress and the President retained veto power. 

Relatively few changes in the tariff structure were attempted by 
the newly appointed Tariff Commission between June 18, 1930, and 
June 12, 1934, at which time the Trade Agreements Act was passed 
isan amendment to the Tariff Act of 1930. 

It has long been recognized public policy that the Congress does not 
have constitutional power to transfer power or delegate legislative 
functions to executive agencies. It has been held, however, that the 
Congress may provide agencies to assist them in the legislative func- 
tion. The Congress must in such cases, set out in detail the criteria 
and scope and character of the functions assigned to such agencies, 

Senator Martone. Right at this point, Doctor, many hold the opin- 
ion, including the chairman of this committee, and being in the engi- 
neering field and not being an attorney he can talk freely, that this 
transfer of the constitutional responsibility of the Congress to the 
executive department is clearly unconstitutional. What is your 
opinion about the constitutionality ? 

Dr. Couurer. I have heard that debated at great length. I could 
consult on that point the man that I think is the best authority outside 
of Congress and the legal fraternity of the United States. That is 
(george Finch, who put in 30 years as the authority on international law 
and congressional and executive law, and who is now a free lance, and 
I think he is teaching over at George Washington University. 

Senator Martone. Go ahead. 

Dr. Coutrer. It may be said, therefore, that while the question of 
commercial treaties or the introduction of reciprocity had been under 
consideration for a period of about 50 years preceding the Trade 

\greements Act of 1934, and while the degree of flexibility had been 
provided in the Tariff Acts of 1922 and 1930, 50 percent up and down, 
the Nation as a whole had never delegated ratemaking powers to 
executive agencies. It had always been held that the matter of taxes, 
including tariffs, was a matter for the people of the country, as a 
whole, and such powers as were given to the Government in the Con- 
stitution were specifically enumerated and put into the hands of Con- 
gress. It may be well to record the fact that in one important case, 
where the Tariff Commission recommended a change in the tariff rate 
(subject to the Presidential veto or approval), this action was chal- 
lenged in the courts and was finally carried up to the Supreme Court 
of the United States. In that case, the action of Congress in setting 
up the Tariff Commission as an agency, was sustained and the entire 
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conduct of the Commission was likewise sustained—the Court holding 
that this was not a delegation of power to an executive agency and that 
it was earried out according to the specifications laid down by 
Congress. 

It is believed that while other agencies such as the Customs Court 
and the Court of Customs and Patent Appeals have since been created 
to administer specific technical details of tariff acts, the only definite 
final court decision in the record is that just referred to, where the 
Supreme Court approved the action of Congress and the work of the 
Tariff Commission. 


THE TRADE AGREEMENTS ACT OF JUNE 12,1934 


We come now to passage of an amendment to the Tariff Act of 1930, 
which became effective as section 350 of that act on June 12, 193 
Thus, it may be said that the idea of delegation of tariffmaking pow 
ers and regulation of foreign trade, passed from Congress to the Chief 
Executive with the passage of the Trade Agreements Act as an amend 
ment on the Tariff Act of 1930. 

The Trade Agreements Act, as originally passed, specified a period 
of 3 years during which the President might carry out the duties im 
posed upon him. Actual administration was placed in the hands of 
the State Department, which in all other matters of foreign policy was 
responsible for international treaties and commercial agreements. 
However, in the case of ambassadors, ministers, consular agents, and 
so forth, where treaties were negotiated, it had been necessary to bring 
these through the President to the Senate, and treaties and agreements 
could not become effective without a vote of approval by a two-thirds 
vote in the Senate. 

It has always been assumed that just as the President had been 
granted power to approve or veto acts of Congress and that Congress 
in turn had the power to override the action of the President, that 
therefore either the Congress or the Senate might override the action 
of the President in the administration of the Trade Agreements Act. 
This is a matter which has been in constant controversy since passage 
of the Trade Agreements Act, but so far as known this matter has 
never so far been officially brought before the Supreme Court of the 
United States for an adjudication. The result is that in fact tariff- 
making powers were practically taken out from under the Congress 
and the Tariff Commission and placed in the hands of the Chief 
Executive. 

PERIL POINT AND ESCAPE CLAUSES 


This procedure continued from June 12, 1934, until during recent 
years there has been included in trade agreements a provision com 
monly referred to as peril points and escape clauses. 

It was contended that tariffmaking and trade-regulation provi- 
sions had improperly been transferred exclusively to the President, 
administered under the direction of the Secretary of State, without 
opportunity for the Congress to review actions taken and without 
opportunity for the Senate to reject actions taken by the President as 
in the case of treaties. 

Senator Manone. Right at that point, what do you think has been 
the effect of the so-called peril point? 
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Dr. Coutrer. Zero. The Tariff Commission did investigate a 
thousand items, but before they ever got through the process of the 
Reciprocal Trade Agreements Committee and the State Department’s 
committee and negotiations in Torquay, all the agreements had been 
passed on over there, and peril point reports became lining for file 
cases. The only other case they were called on under the peril point 
provision was the case of the recent revision of the trade agreement 

th Venezuela that included this question of petroleum and the State 
Department made it appear that they had considered a report from 
the Tariff Commission and went ahead and did nothing about it. 

Senator Martone. But they did not adopt the tariff that was recom- 
mended as the amount below which the industry would be imperiled ? 

Dr. Counrer. No, they ignored it and went ahead. 

Senator Martone. Let me ask you another question on that point, 
because this has been a great controversy. It has been practically 
unanimous opinion that it had no force or effect. 

Suppose that the State Department had taken the recommendation 
of the Tariff Commission for the amount of the tariff below which the 
petroleum industry would be imperiled and had used it in the trade 
agreement, and then right after that trade agreement was ratified and 
was in full force and effect for 3 years, there had been a manipulation 
of the currency values in terms of the dollar or other manipulations 
that you have described, would it or would it not have nullified any 
action by the Tariff Commission or any determination of a peril 
point ? 

Dr. Coutrer. Apparently not. It should; yes. 

Senator Matone. But it would nullify any peril point that they 
had adopted even if they had used it. Then with the manipulation 
of the currency by other nations in terms of the dollar, it would 
change the situation so that the peril point adopted would have no 
force or effect. 

Dr. Couurer. That actual question came up in the case of the trade 
agreement with Belgium which was a bilateral agreement made on 
May 1, 1935, which was less than a year after the act was passed. It 
was in effect from that date until January 1, 1948, when Belgium 
acceded to GATT. Almost immediately, maybe the following day 
after the United States and Belgium had signed that trade agreement, 
Belgium fluctuated its currency and left the standard exchange ratio 
between their currency and ours and did just the thing you speak of. 
The reason was that Belgium wanted to ship to this country and got 

50-percent cut in rate of duty on cement and plate glass. 

I could look them up. That was in 1935, and I would say I was still 
a member of the advisory staff, and resigned the next month. The 
flood of ballast, that was the time of the great boom in Florida, and 
they were bringing over boatloads of cement. At the end of that the 
President had devalued gold and prices were ascending and boom in 
plate glass for store windows and mirrors began, and those things 
started coming in. 

Interested parties, and by that I mean our domestic cement and 
plate glass producers, got busy ~~ put such pressure on F. D. R. that 
Secrets ry Hull was impelled—I do not find any reference to it in his 
two-volume work on his period as Secretary of State—to notify Bel- 
gium that you better cut that out. If the quantities of imports com- 
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ing in are indicative of the 50-percent cut in tariff, that is one thing. 

But if it is the result of exchange manipulations, that is another 

thing, and I, as Secretary of State, will have to look into the matter. 

Belgium got so frightened—they protested, Iam told. I was hang- 
ing around at that time and debating whether to resign or not, and 
the Belgian plate-glass cartel and the cement cartel came to an agree- 
ment to ease off on their shipments over here, and try to allocate more 
to other countries and to other areas and divide up their shipments, 
and so forth. 

Owens Plate Glass and Pittsburgh Plate, I am told, at that time 
made hurried trips over to Belgium and bought small plate-glass 
plants and joined the cartel, so that they could come in then on the 
allocations. The whole controversy slowed down, because soon afte: 
1936 and 1937 we had the episode of Hitler and Mussolini, and 
forth, and we got off to a war. 

So I never heard and could find nothing in the two-volume work of 
Hull to indicate what happened in that case, but I know of no case 
where the State Department has ever brought that in as a factor. 

Senator Martone. Let me make this a little plainer. Maybe you 
misunderstood my question. The peril point. means that the Tariff 
Commission shall determine the tariff below which that certain indus- 
try would be imperiled. 

Dr. Courrer. On the conditions of being given consideration. 

Senator Matone. Suppose the State Department took the peril 
point and incorporated it in its trade agreement, and then almost im- 
mediately, which often happens, the foreign nation with which the 
trade agreement is made, manipulates the foreign currency in terms 
of the dollar and changes the peril point. Then it is ineffective, is it 
not ? 

Dr. Courrer. That is true unless changed by appeal; and at that 
time there was no escape clause, peril points applied only up to the 
time the State Department negotiated an agreement. 

Senator Maronr. There was no escape from the peril point? 

Dr. Courrer. No. Then we started to go into the escape clause. 

Senator Matonr. Has it been effective? 

Dr. Courter. No. I have a memorandum that shows it has been 
absolutely ineffective. 

Senator Martone. And the peril point is ineffective for the reason 
you noted, is that right? 

Dr. Courter. That is right. 

Senator Martone. All right, go ahead. 

Dr. Courrer. As already noted, there was introduced during the 
80th Congress a series of provisions to the effect that all applications 
for changes in rate of duty, tariff classifications, and so forth, should 
be reviewed first by the Tariff Commission, after which the State 
Department might provide through a special organization to nego- 
tiate trade agreements. 

In this connection it was provided that if the President failed to 
carry out peril-point provisions and escape-clause provisions, he must 
report his action to the Congress of the United States. It has long 
been assumed that the Congress could at that point veto the action 
of the President, but this has never been done in any case thus far, with 
the result that the President has become (through default) the su- 
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me dictator in this field, although it must still be recognized that 
Congress might overrule the President under the general provi- 
sions of the Constitution. 

Provision was made to the effect that action taken by the President 
rejecting Tariff Commission finding (even under peril-point and 
escape-clause provisions) should be left in the hands of the Speaker of 
the House and the Vice President or presiding officer of the Senate, a 
relatively short period of time before the President could issue final 
proclamations. 
~ Senator Matone. Right at that point, there is no question but that 
Congress could at any time repeal the 1934 Trade Agreements Act, 
even if it was extended for 3 years. In the middle of that period they 
could repeal the law. 

Dr. Couurer. That is right. The President could veto their action. 

Senator Martone. And the Congress could override the veto by 
two-thirds vote. 

Dr. Coutrer. That is right. 

Senator Matonr. The State Department and the Executive have 
argued that when they have made representations of reduction in 
tariffs, as they say, on a reciprocal basis, if the act is repealed or if it 
is not renewed, that shows bad faith with foreign nations. That is 
one of the arguments that is used. What do you think of that 
argument ? 

Dr. Coutrer. I think that is just a lot of political talk of the State 
Department which thinks it represents all foreign countries, because 
t is the department of foreign affairs. 

Mr. ApLERMAN. Have they not already been put on notice in the last 
act? They had a provision which stated that GATT was only tenta- 
tively or provisionally accepted. 

Dr. Couurer. They are all on notice that we are going to do some of 
these things. But they are crying out loud for fear we will let it 
expire. That is the only reason they have eased down their alternate 
proposals. They were going to go ahead and just extend it 5 or 10 
years or indefinitely. 

Senator Matonr. They have been on notice that GATT is not bind- 
ing, but at the same time as long as there is a 1934 Trade Agreements 
Act, transferring the constitutional responsibility of Congress to 
regulate foreign commerce through the adjustment of duties, imposts 
and excises that we call tariffs, they do have complete power over the 
regulation of the economy of this country. 

Dr. Couurer. That is true. 

Senator Matonr. And Congress, unless they did repeal the act and 
pass it over the President’s veto if he vetoed it, or unless they allow 
it to expire as they can on June 12 then they are bound, are they not? 

Dr. Couurer. I think so. 

Senator Matonr. Regardless of any left-handed language in an 
appropriation act. 

Dr. Couurer. I think so. 

Senator Matonr. They say they are not bound but they abide by it. 

Dr. Counter. From this provision it appears that even the right 
of veto by Congress was terminated. It was also provided that when- 
ever the President or State Department began proceedings to nego- 
tiate tariff concessions with foreign countries, these particular items 
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would no longer be subject to the investigations of the Tariff Com. | 
mission. 

At this point it should be noted that very little use was made of thy 
peril-point and escape-clause provisions prior to the end of 1950, al- 
though certain cases calling for investigations became subject to this 
method of procedure. The escape provisions were contained only in 
a limited number of bilateral agreements and did not have general 
application. 

It may be stated here, however, that on November 10, 1948, an ap 
peal was made for an investigation in the case of the tariff on spring 
clothespins—an item provided for in paragraph No, 412 in the Tariff 
Act of 1930. The original rate of duty in that case was 20 cents per 
gross and this rate was reduced a full 50 percent to 10 cents per gross. 
That particular investigation remained on the calendar of the Tariff 
Commission for a period of more than 1 year, or until December 20, 
1949, at which time the Tariff Commission recommended that no 
change be made in.the reduced rate of duty. 

Senator Martone. That is all the recourse there is. 

Dr. Coutrrer. That is the first time that we tried to find out, if 
there was anything to this escape clause. 

Senator Martone. If the Tariff Commission refuses to recommend 
it, then there is no other forum available? 

Dr. Coutrer. That is before the date that Congress limited the 
Tariff Commission to 1 year. : 

Senator Martone. Limited what to 1 year? 

Dr. Couurer. The Tariff Commission now must consider and make 
a report on every application within 1 year. 

Senator Martone. Yes. Go ahead. 

Dr. Couurer. Again, on January 24, 1950, an investigation was 
instituted in the case of “women’s fur felt hats and hat bodies” pro- 
vided for in paragraph 1526 (a) of the Tariff Act of 1930. That case 
continued before the Tariff Commission for a period of 9 months and 
the Tariff Commission recommended cancellation of the concessions 

agreed to by the President in a trade agreement. The matter rested 
with the President for a period of 1 month, and on October 30, 1950 
(just a few days preceding the national elections of November 1950) 
the President by proclamation accepted the recommendations of the 
Tariff Commission and the concessions which had been granted were 
withdrawn. 

Senator Matoner. This is 1 of the 3 you say has ever been effective. 

Dr. Coutrer. This is the case where the pressure in Connecticut 
where fur hats are made, all the labor unions in Danbury and other 
towns, petitioned the AFL to surrender their support of the Demo- 
cratic candidates and put in Republicans and so on, and the President 
headed them off by agreeing to the cancellation of the concession with 
Italy and Czechoslovakia, who made a how] about it. 

The only other case which went through all of the different stages 
had to do with hatter’s fur. Application was received by the Tariff 
Commission on June 22, 1950 and that investigation was completed 
on November 9, 1951, having been under consideration for a period of 
nearly 18 months. In that case, likewise, after a further delay of more 
than 2 months, the President issued a proclamation (January 25, 1952) 
in which concessions made in the trade agreement were withdrawn in 

certain cases, 
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INTERNATIONAL TRADE ORGANIZATION 


[his completes the more important operations as between the Con- 
rress, the Tariff Commission and the State Department, through the 
us 1948 to 1950. By this time the whole program of bilateral trade 
eements had been revised. In the meantime, the United Nations 
ad been organized, and in February 1946, the Economic and Social 
Council had called for a preliminary meeting of 18 countries to pre- 
ure for a conference on trade and employment. ‘This meeting was 
held in London in November 1946. The representatives of the United 
States presented a suggested charter for an International Trade Or- 
ganization. After a series of conferences in London and Geneva, the 
preliminary draft of plans for a worldwide conference was completed. 
Finally, a conference was held in Habana, Cuba. Representatives 
of 58 countries attended the conference. Representatives of 54 coun- 
tries approved this preliminary draft of a charter providing for an 
international trade organization. ‘Thus it will be seen that it was not 
ntil early in 1948 that even a preliminary draft of plans for an ITO 
had been perfected. 

It may be said here that this Habana charter found very slight ap- 
proval either in the United States or in other countries. In fact, the 
only country which signed the proposed charter was the small inde- 
pendent Republic of Liberia on the west coast of Africa. When the 
general disapproval was realized, this proposed charter was with- 
drawn from further consideration by either the House or the Senate in 
Washington, and it has been in the inactive file of suggestions since 
1948. 

Senator Matone. I think I can say there, Dr. Coulter, that there 
was a clear indication in the Senate that it would be refused sanction 
and in the Senate Finance Committee there was a very clear indication 
that it was not likely to be approved. 

The State Department promised, so it is stated, that they would 
not press for International Trade Organization if they would simply 
renew the 1934 Trade Agreements Act. 

Dr. Counter. That is right. 

Senator Martone. I myself used to take off on the International 
frade Organization on any dull afternoon in the Senate, because it 
seemed to me once it was signed the 54 nations that were members of 
that group could meet once a year at least, and allocate the production 
and consumption to all of the member nations on any aes they 
might desire. 

They had already invented the phrase “entitlements for consump- 
tion,” whatever that might mean. No one has ever really defined it. 
It simply meant that they could take the production from this coun- 
try of any certain item and put it in another country and reduce the 
consumption in this country and allocate it to any other country with- 
out reference to Congress or anyone else, if Congress approved the 
International Trade Organiz: ition. It would build up international 
cartels and fix the prices. 


GATT, GENERAL AGREEMENT ON TRADE AND TARIFFS 
Dr. Couurer. But out of this proposed charter there finally has 


evolved what became known as GATT, or the General Agreement on 
Tariffs and Trade. The Government of the United States has given 
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“conditional” approval to GATT as an instrument formulated under 
the U. N. Even GATT has never received the sanction of the Con- 

gress or of the Senate, asa treaty. It has no other legal status except 
that it is an agency worked out through conferences between a group 
of different countries. Its operations has been only of recent signifi- 
cance. It is very doubtful whether it has any legal sanction even in 
the United States, since it merely has conditional application and on 
several occasions when the Trade Agreements Act has been extended, 
the Congress has inserted a provision to the effect that the Congress 
has neither approved nor disapproved either the general agreement 
itself or the action of the President in giving superficial or conditional 
approval to it. 

It has already been noted that what has become known as an escape 
clause was inserted in some of the earlier trade agreements. Special 
reference may be made to the trade agreement between the United 
States and Mexico effective January 30, 1943, which, however, was 
terminated by joint agreement between the United States and Mexico 
on December 31, 1950. 

In the meantime, however, the so-called escape clause and _ peril 
point provisions had been incorporated in the General Agreement 
on Tariffs and Trade, commonly referred to as GATT. This provi- 
sion, however, was not included in some of the individual trade agree- 
ments (such as Switzerland, which long resisted inclusion of that 
provision in the trade agreement between the United States and 
Switzerland) 

Even though provisions of the so-called escape clause have now been 
incorporated in GATT it should be noted that a considerable num 
ber of the original bilateral trade agreements are still in existence 
and have not joined GATT, and that the provisions for so-called 
escape have not been included in some of these early agreements. The 
use of the escape clause is not therefore universally available in con- 
cessions made by the United States. 


OPERATIONS UNDER ESCAPE CLAUSE PROCEDURE 


It may be said that general operations of the escape clause procedure 
became effective in January 1951. We may now, therefore, briefly 
review Hf rience under the operation of that procedure during the 
years 1951, 1952, and 1953 (up to and including the writing of this 
memorandum, February 11, 1954). 

The United States Tariff Commission, in September 1953, published 

t special report under the title, “Effect of Trade Agreements Con- 
cessions on United States Tariff Levels Based on Imports in 1952.” 
In table 9, page 19 of that special report, the Commission reported 
that a count had been made of all commodities imported into the 
United States which were subject to tariff treatment (other than 
items on the free list). Without too much detail, it may be well to 
insert here the fact that the Commission reported a total of 3,337 
different commodities affected by trade agreements during the period 
up to January 1, 1953. Of this total, the Commission reported that 
rates of duty had been reduced in the case of 2,532 commodities, or 
75 percent of all commodities listed in the Tariff Act at that time. 
In the case of another 148 commodities, the present agreement rates 
had been bound against tariff increases. Thus, in the case of 80 per- 
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cent of all commodities subject to duties, rates of duty had been 
reduced or had been bound against increase. 

his left a total of only 657 commodities which had not been changed 

trade agreements (either bilateral or general) from passage of the 
frade Agreements Act, June 12, 1934, to January 1, 1953. Since there 

ive been relatively few changes (either cancellations or new conces- 
sions) during the year 1953, it may be concluded that this is perhaps 
the most accurate record of actions taken in the dutiable list of com- 
nodities up to the present moment. 

It has been variously estimated that in addition to commodities 
subject to tariffs, there are an estimated total of 1,663 commodities 
enumerated in the so-called free list and that the total number of com- 
modities dealt with in the Tariff Act of 1930 and in the Tariff Act 

; it exists today, there are a total of 5,000 commodities. 

It should be noted that the Tariff Commission has published a sup- 
plement to the list above referred to under date of July 1, 1953. No 
attempt has been made to incorporate the items dealt with in that sup- 
plement, but the number is apparently relatively limited. 

It should also be noted that during the entire period from June 12, 
1934, to the present moment, nothing but concessions have been granted. 
In other words, even though the Trade Agreements Act authorizes 
ncreases in rates of duty as well as decreases up to, but not exceeding, 
30 percent in any case, nonetheless, no increases have been recorded, 
while a total of 2,680 dutiable commodities have either suffered rate 
reductions or rates in the original act have been bound against increase. 
In addition, large numbers of items on the free list have been bound 
against the imposition of tariffs. 

Perhaps it should be noted here that from the standpoint of con- 
stitutional authority, it goes without saying that section 8 of article 
[ of the Constitution clearly gives Congress authority to impose cus- 
toms duties and to regulate trade with foreign countries and therefore 
it goes without saying that Congress could at any time vote to change 
any rate of duty or transfer any item to or from the free list (subject 
to Presidential veto). This comment is important, because of state- 
ments made and recommendations contained in the recent report of 
the Commission on Foreign Economic Policy transmitted to the Presi- 
dent by the special commission on January 23, 1954. These details 
are presented in the belief that the Congress must at some time between 
now and June 12, 1954, either permit the Trade Agreements Act to 
expire or provide for its extension either in its present form or in some 
revised form. This is due to the fact that the recent act providing for 
extension of the trade agreements program will automatically expire 
on that date unless otherwise modified or extended by the Congress. 

In concluding this particular section of this report it should be noted 
that while we have here reviewed only the number of commodities 
brought under the jurisdiction of the trade agreements program, the 
special report of the Tariff Commission to which reference has been 
made, issued in September 1953, likewise presents data with reference 
to the value of imports in many different categories. In other words, 
comprehensive detailed data are available with reference to rates of 
duty and the extent to which concessions have been granted in bilateral] 
and multilateral agreements which have thus far been negotiated. 
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ESCAPE-CLAUSE EXPERIENCE 


In closing this section of this report, it may be added that notwit! 
standing the fact that concessions have been granted in trade agree 
ments in the case of 2,680 commodities, investigations under escape 
clause procedures during 1951-53 and 1954 up to January 19, hav: 
applied to only 33 commodities. In fact, investigations have appli ( 
to fewer than 30 commodities, for the reason that there are several 
cases in which commodities have been subject to investigation in tw 
or more different proceedings. In other words, investigations unde 
escape-clause procedure have on the average applied to only 1 out of 
each 100 commodities dealt with in trade agreements. 

Before concluding this special section dealing with operations w 
der escape-clause procedure, it seems desirable to attach a complete list 
of applications for relief during the years 1951-53 up to and includ 
ing January 1954. According to the table attached: 

(a) The President returned the report to the Tariff Commission 
with request for more data in two cases. 

(5) In two additional cases, applications for relief were withdraw) 
at the suggestion of the Commission. 

(c) The President rejected the Tariff Commission recommenda 
tions in three additional cases. 

(2) The Commission reported in 17 cases to the effect that no in 
jury or threat of injury could be found. 

(e) In the remaining cases, the latest report is that these are still 
in process of investigation. In other words, proceedings are pending 
at the present time. It may be noted that hearings are in progress 
in the case of watch movements and parts at the time this memoran 
dum is being dictated. 

Following is a list of the applications for relief under escape-clause 
procedure, with the commodity, application, date, the date completed, 
and the action taken. 

1. Watches and parts (see No. 26), application February 13, 1951, 
completed June 14, 1952, Commission findings rejected. 

2. Motorcycles and parts, May 21, 1951, completed June 16, 1952, 
no escape recommended. 

3. Blue-mold cheese, June 11, 1951, completed June 12, 1952, no 
escape recommended. 

4. Spring clothespins (see No. 32), August 22, 1951, completed 
August 21, 1952, no escape recommended. 

5. Groundfish fillets, September 10, 1951, completed September 4, 
1952, no escape enamaaneed: 

6. Garlic, October 8, 1951, completed June 6, 1952, Commission find- 
ings rejected. 

7. Bicycles and parts, October 11, 1951, completed October 9, 1952, 
no escape recommended. 

8. Cherries, candied, October 26, 1951, completed October 17, 1952, 
no escape recommended. 

9. Bonito tunafish, November 28, 1951, completed November 26, 1952, 
no escape recommended. 

10. Tobacco pipes and bowls, December 29, 1951, completed Decem- 
ber 22, 1952, and August 19, 1953, Commission findings rejected. 

11. Vitrified chinaware, February 11, 1952, completed February 6, 
1953, no escape recommended. 
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Dried figs, March 17, 1952, August 16, 1952, no change since 
Pe \ucust 1952. 
Woodscrews (see below), August 15, 1951, completed Decem 
: 29, 1951, no escape recommended. 
.. Woodscrews, April 1, 1952, completed Marck 27, 1953, no escape 
mmended. 
| |. Estrogenic substances, April 8, 1952, completed April 2, 1953, 
scape recommended. 

5. Whiting chalk, April 10, 1952, completed April 9, 1953, no 

ipe recommended. 

W ooewine musical instruments, April 29, 1952, completed 
April 28, 1953, no ese ape recomme nded. 

17. ¢ ea and twines (cordage) July 7, 1952, completed January 
14, 1958, escape relief request withdrawn. 

8. Cotton carding machinery, August 12, 1952, completed July 29, 
1955, no escape recommended. 

9. Sereen printed silk scarves, April 14, 1952, completed April 

}. 1953, President asked for more data. 

20. Rosaries, ete., September 15, 1952, completed August 21, 1953, no 

scape recommended. 

21. Watch bracelets, September 94. 1952, completed August 20, 
lJoo, NO escape recommended. 

Hand blown glassware, September 2, 1952, completed Septem 
er 22, 1953, President asked for more data. 

. Must: ard seed, February 9, 1953, completed December 10, 1953, 
10 escape recommended. 

24. Scissors and shears, March 19, 1953, hearing on June 29, 1953, 

nding. 

25. Groundfish fillets, May 27, 1953, completed October 20, 1953, 
pea 

. Watch movements and parts (see No. 1) September 1, 1953, 
CO mp leted February 11, 1954, pending. 

27. Lead and zine, September 14, 1953, completed November 3-5, 

153, pending. 

28, Common pins, September - }, 1953, hearing March 1954, pending. 

29. Safety pins, September 28, 1953, he: aring March 1954, pending. 

30. Flourspar, October 20, 19 53, November 23, 1953, escape relief 

quest withdrawn. 

Alsike clover seed, Novermber 23, 1953, hearing February 16, 

t, pending. 

32 Spring clothespins (see No. 4) January 7, 1954, hearing April 
, 1954, pending. 

33. Ground chicory, January 19, 1954, completed April 27, 1954, 
pel nding. 

Senator Martone. At this point in the record there will be inserted 
the General Agreements on Tariffs and Trade, the use of quantitative 
mport restrictions to safeguard balance of payments. 

\lso, I will have inserted in the record at this point the document, 
entitled, “Part II: Control Over Volume and Value of International 
Trade by Governments of Foreign Countries.” 

I would also like to have inserted in the record at this point, as part 

f the testimony of Dr. Coulter, the document entitled “United States 
Currency, Coinage, and Intern: ition: ul Exchange. Also Convertibility, 
d Value of Forei “ign Currency. 
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I should also like to have inserted in the record at this point as par 
of Dr. Coulter’s testimony, the document entitled, “Revolutionar 
Changes in Use of Tariffs and Other Foreign Trade Regulations 
17#9-1930 and 1934-54.” 

Thank you very much for your testimony, Dr. Coulter. I am sw 
it will be of great value to the committee. 

Dr. Couvrer. Thank you, sir. 
(The documents referred to are as follows :) 










ExurBit No. 11 





A Brier TArtrrF History oF THE UNITED STATES 












At the close of the Revolution, the prevailing American opinion was in fav 

if free@om in trade relations. This was a logical part of the general det 
mination to emphasize and promote freedom—freedom of speech, religiot 
worship, assembly, and other principles enunciated in the Constitution. It w 
a natural consequence of the revolt against the taxing policies, restrictions, a1 
discriminatory regulations practiced by European countries. 

The colonies had been the victim of what they believed to be excesses of 
foreign “taxation without representation.” One of the great purposes of tl! 
Revolution was to free the Colonials from burdensome taxation. Restrictions 
and restraints had been imposed upon them by the mother country in develop 
ing manufacturing, and indeed almost all activities other than agriculture, fis! 
ing, fur trading, lumbering, and mining. They were to be restricted to the 
exploiting of natural resources in order to supply the mother country. In tun 
they were to be supplied with manufactured products from Great Britain. © 
course, there were other reasons for the Revolution, but these stand out 
highly significant. 

Soon after the adoption of the Constitution, an official report was presented t 
the Government of the young Republic by Alexander Hamilton under the titl 
‘Report of Manufactures.” He urged upon Congress the enactment of a pr 
tective tariff measure which would: 

















(1) Extend the use of machinery. 

(2) Create a new branch of labor. 

(3) Increase employment. 

(4) Promote immigration. 

(5) Increase the choice of vocations to accommodate the diversity of 
individual talents. 

(6) Broaden the field of enterprise. 

(7) Create new and a more steady demand for surplus products of the 
soil. 







After the Revolution, foreign discriminatory legislation continued to impos 
injury on American commerce. Furthermore, the young Republic was in great 
need of revenue and no better source than customs duties on imported com 
modities seemed to be available. But the Founding Fathers were so anxious 
hold taxation to a minimum and were so deeply convinced that ‘the leas 
government is the best government” that for a period of 25 years they stead 
fastly clung to the theory of tariff for revenue only. Little or nothing was done 
to promote the development of manufacturing. The young Nation continued t 
depend on Europe, especially Great Britain, as a market for surplus agricultura 
products and as a source for substantiaily all manufactured commodities. 


Tariff for revenue only 





0 











In the 25 years, 1791-1815, there were at least 24 different tariff acts passed 
These merely modified rates of duty, grouped different commodities, established 
administrative procedures, shifted items from specific to ad valorem rates of 
duty and made other detailed changes. Imported items, in almost every case, 
were subjected only to a revenue duty or tariff. Probably less than 5 percent 
of all the imports (including gold and silver) were on the free list. The 
average rate of duty was 12.61 percent which would certainly qualify under 
the description ‘‘tariff for revenue only.” There were only 4 years out of the 25 
during which the average rate of duty reached or exceeded 15 percent, and 


that was to produce revenue to carry on the second war for independence—the 
War of 1812. 
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COLONIAL TRADE WITH ENGLAND 


NEW YORK AND 
PENNSYLVANIA 


DESTINATION OF TRADE IN 1763 


VALUE OF VISIBLE EXPORTS TO ENGLAND 


VALUE OF VISIBLE IMPORTS FROM ENGLAND 


NoRTH| SOUTH 


Each symbol represents £100,000 worth of goods 


Prior to the Revolution, the value of goods im- 
ported by the American colonies from England far 
exceeded the value of goods exported by the Colon- 
ists to England. 


During this period, which includes the War of 1812, the attempt was made 
to drive American shipping from the seas, to make the young Republic entirely 
dependent upon Europe for manufactured products in exchange for raw ma- 
terials. Many costly lessons were learned. 


People support Hamilton’s views 

3y the close of the War of 1812-1815, a majority of the American people had 
come to the conclusion that the principles set forth in the Hamilton report were 
sound, and that the time had come to systematically “promote the general wel- 
fare,” “provide for the common defense,” and thus “secure the blessing of 
liberty to ourselves and our posterity.” And from that time to this—over 120 
years—the tariff policies of the United States have sought to encourage and 
to protect American producers and their laboring forces, as well as to provide 
revenue. 


39888—54—pt. 7-9 





124 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


ction for first time 
The Tariff Act of 1816.—The young Republic had just completed its second war 
or independence or freedom from European domination and foreign discrim 
lations In spite of the general sentiment in favor of freedom of trade, ir 


luding absolute freedom among the States, the new administration under Presi 


I 
I 
( 


lent Monroe proceeded at once to revise completely the tariff structure In thi 
protection for the first time ceased to be purely ine lental and became a 
t object of the tariff With modifications, the average rate of duty during 


-Vvear period 1IS16—-1820 was about 25 percent 


CHARACTER OF EXPORTS IN 1770 


AGRICULTURAL 
PRODUCTS 
Ormtt Iman 1O84CCO 


TOBACCO 0G “ A (MG g 20 
GGG IEIG' 


FOREST 
PRODUCTS 


epresents £100,000 worth of visible exports 
PICTOGRAPH CORPORATION 


Before the Revolution, Colonial exports consisted 
primarily of raw materials. American colonists 
depended almost entirely on imports for manu- 
factured goods. Each symbol on this chart repre- 
sents £100,000 worth of visible exports. 


Industrial progress 

1812-32: The home market argument was highly developed during this period. 
At least two important supplementary acts were passed in 1818 and 1824, largely 
extending protective rates to commodities formerly taxed only for revenue. 
Industrial progress was so substantial during the period 1816—28 that there 
was widespread demand for very much higher rates of duty on many additional 
products to protect growing industries. In 1828 a new tariff act was passed, 
greatly increasing rates of duty from a revenue to a protective basis. After 
it had been in effect about 2 years, the average rate of duty on dutiable imports 
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about 49 percent, or the equivalent of more than 45 percent on all 

th free and dutiable. 

Opposition to this high tariff act became so pronounced in some sections of 
e country that it led to threats of nullification and secession in some of the 
ithern States. The young Republic was growing so rapidly, however, and 
ports continued on such a large scale that revenue collected ran far beyond 
é requirements of the National Government Although such statesmen as 
nry Clay continued vigorously to support the advantages of the so-called 
erican system, it seemed wise to satisfy Southern opposition and at the 


me time curtail excessive revenue collections by a new revision. 


pression hits the country 
32442: The Tariff Act of 1832 returned rates of duty approximate 
which had prevailed in 1824, But even the reductions in the a 
re not acceptable to the South. This was the period of nullificatior 
irolina. Henry Clay himself sponsored the new so l 


1833. The measure provided for gradual reductions 
‘ ent, to be made over a period of about 1U years 
to the free list. This act for the first time m: 
t from foreign valuation’ to be effecti 
of our first great depression—the : rage 


brought down to about 30 percent. 


reased recovery foll cs 


1842-57: By 1842 Government revenues were insuffici 
according to the act of 1833 further reduct 
Nation had been passing through the 1 

the country up to that time. The Tariff A 

to the level of the act of 1832. Specific 
and the home valuation plan, which 
valorem rates of duty ~ was discontinued 

m the passage the firs 

ipon fore n in ce value 

value of a unit of a commodity l 

collected was 30 cents If packing, I 
landed eost or home market, then a tariff of 20 1 
from foreign valuation to landed cost or home 
from 30 pereent to 20 pereent without reducing 

otection 
In the first Tariff Act, more than 80 kinds of « 
duty imposed, such as cents per pound, yard, o 

or landed cost. On other goods the rate was fixed 

nd tl} actual revenue depended upon price fluct 


( to this 


Yr 
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THE U. S. BECOMES AN INDUSTRIAL NATION 


cus 6% ig 
PEOPLE GAINFULLY EMPLOYED 
IN AGRICULTURE IN OTHER OCCUPATIONS 


Each mon represents 10 per cent all people gainfully employed 
PICTOGRAPH CORPORATION 


Not until the adoption of the policy of tariffs for 
protection, as well as for revenue, did the United 
States become an industrial nation. 


Under this Tariff Act in the 4 years between 1842 and 1846, the country had 
entirely recovered from the depression. Revenue again was in excess of Govern 
ment requirements. Polk’s election as President called for revision and redue- 
tion of import duties. The Tariff Act of 1846 was accordingly adopted. The act 
was not exactly a free trade measure, but the average rate of duty on dutiable 
imports during the last 8 years under this act (1848-57) was reduced to about 
26 percent. Rates of duty varied from 100 percent on intoxicating beverages 
to free list for tea, coffee, and some other commodities. Various modifications 
were made by legislation during the period 1846-57. 

Financial crisis leads to protective tariff 

1857-71: Because of the excessive amount of revenue being collected, the 
tariff was again lowered in 1857. Most of the more important so-called protec- 
tive rates were decreased from about 30 percent to 24 percent and the average for 
all dutiable commodities during the 4 years 1857-61 was about 20 percent. This 
was the lowest average rate during the 100-year period 1812-1912. 
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\ new financial crisis swept the Nation and the depression of 1857 in many 
yayS surpassed in violence that of 1837. With low rates of duty, and greatly 
educed imports, Government revenue declined rapidly. A new wave of agita- 
jon for higher customs duties led to the Morrill Tariff Act of 1861. The general 
coposal was simply to retore the rates under the act of 1846. The Morrill Act 
was definitely recognized as a protective tariff. It immediately preceded the 

ening of the War between the States during which increased revenues were 

perative. Special acts in 1862 and 1864 further increased tariff rates in order 
to provide revenue and to parallel excise taxes imposed on domestic products. 
On the average, rates of duty were increased from a level of just under 20 per- 
ent in 1861 (under the act of 1857) to an average of 35 percent in the 3 years 
1862-65. Then to help pay the cost of the Civil War, other acts in 1867 and 
S70 meade substantial changes raising average duties to 48 percent on all 
lutiable imports. 












‘rosperity and depression 


x 


i872—1889: By 1872, under the protective Tariff Acts of the preceding years, 





he Homestead Act, large immigration, the rapid extension of railroads, and 
ther factors, the Nation was nearing the crest of a new era of prosperity. Gov- 

ernment receipts from customs duties were extremely large. Again the demand 
ose for lower rates of duty and less revenue. In the act of 1872 very substan- 
ial reductions were made with the result that the average rate on dutiable im- 

ports declined to about 39 percent. The Nation entered another period of de- 
ression. 

Continued agitation for changes in the tariff led to the appointment of the 
first Tariff Commission. Based on recommendations of the new Commission, a 
new act was passed in 1883. While the recommendations of the Commission 
vere not followed closely, adjustments, up and down, on individual items brought 
the average rate up to about 45 percent. The average rate of duty on dutiable 
mports continued at about 45 percent from that time until 1890. 

While many attempts were made to further revise the tariff, especially during 
the first Cleveland administration, no important changes were adopted until 
iSt0. The tariff subject was thoroughly debated before the country during the 
presidential campaign of 1888. With the election of Benjamin Harrison, the 
Republican candidate, new tariff developments were in prospect. 
















Principles of commercial reciprocity set forth 





1890-1909: In 1890 Congress passed the so-called McKinley tariff, intended 
to further stimulate the development of all branches of agriculture and industry. 
While there were a number of reductions in rates of duty, and increases in the 
free list, the actual result was an average rate of duty of about 49 percent during 
the 3 fiscal years 1892-94. The McKinley Act set forth, for the first time, the 
principles of the system of commercial reciprocity. 

When President Cleveland was returned to power in 1893 he proceeded at once 
to work for a downward revision of the protective tariff. The financial panic 
of 1893, undoubtedly, interfered with this program. While many changes were 
made in the so-called Wilson-Gorman Act of 1894, they were not as great as de- 
sired, although they were nearly all in the direction of lower rates. The average 
rate of duty was reduced from about 49 percent to 41 percent. The act was 
so unsatisfactory to President Cleveland that he permitted it to become law 
without his signature. 

The political campaign of 1896 was waged almost solely on the issue of free 
silver, but following the election of William McKinley as President, steps were 
immediately taken for revision of the tariff act in order to restore rates of duty 
lowered in the act of 1894. The Dingley tariff, passed in 1897, embodied an 
increase of protective rates. There were both increases and decreases, but in 
general the average was upward. The principle of reciprocity was again in- 
troduced. Because of the very large number of items carrying low rates of duty 
which were placed on the free list, the average rate of dutiable imports rose to 
52 percent during the first year. With the 20-percent preferential rate granted 
to Cuba on sugar in the special Reciprocal Trade Agreement of 1903, the aver- 
age rate of duty collected for the period of 12 years under this act was 46 percent 
as compared with 41 percent under the act passed during the Cleveland admin- 
isti ation, 

























Costs of production considered 
1909-21 : During the 12 years following passage of the Dingley Act in 1897 many 
rates of duty had become badly adjusted to changing conditions. In the 1908 










STOCKPILING STRATEGI( 





AND CRITIC 





AL 





MATERIALS 





election, the Republican tariff plank, as a guide in determining rates of duty, ar 

nounced for the first time the principle of difference between the cost of produ 
me and abroad, together with a reasonable degree of profit for domest 

rroduce Chis was basis for further revision and in 1909 the 

Act Was pas Rates of duty were reduced on about 584 com 

ind were increased on about 300 different commodities. The net 

wa reduction of about 2.38 percent on all dutiable articles. Provision w: 

ide for the establishment of a Tariff Board. 







considered a 
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World 





War I starts 


lay ff tet of 1913 





Following a split in the 
1912 and ste 
Tariff 


Republican Party, President W 
for the passage in 1913 
were made to the fre 







son Ss elected in Ss were taken at 


D 
Act Considerable additions 


once 
of the Underwood 







Specific duties generally were changed to ad valorem. While a few i 
creases were granted, rates of duty in general were reduced. The tariff was 
described as one to establish the competitive principle as distinct from the pro 
tective pri I It was frankly stated that the desire was to give the foreign 






cel ! rter an equ competitive position in the 
The Underwood Act had been in opera 
World War broke out in August 1914. The 


ring that short period was about 36 percent on dutiable 
sted with an ave 





American 





market 
an advantage or disadvantage 


onl ibout 91 





onths when the 


duty d 





re rate of 
’ 









i contri a rage of 46 percent during the 12 years under the 
Dingley Act of 1897 and about 43 percent under the Payne-Aldrich Act of 1909 
Because of war conditions, the Underwood Act did not have opportunity to 
become effective from the standpoint of competition with European producers 






flood country 
icts of 1921 and 1922 


Immediately following the World War a flood of im 









ports into the United States developed. This led to the Emergency Act of May 
1921, which was largely restricted to increases in duties on agricultural com- 
modities and provisions against unfair methods of competition, especially dump 
ng \ qualified embargo was placed upon dyes and certain other chemicals 
ind regulations were made governing conversion of foreign 


currencies. 
e of the I Act in May 1921, Congress proceeded to 
To meet the altered competitive conditions of production in 
including price differences and foreign exchange 
ns, as well ise the national revenue, rates of duty were raised. 
Under the Emergeney Act of May 1921, and the Fordney-McCumber Act of 
September 1922, the rate of duty on all dutiable imports, during the 
1923-29, ranged hetween 36.53 percent and 40.10 percent, or an average 
of 38.31 percent. The act of a tremendous improvement over probably 
measure to the excellent foundation which 
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A general revision 
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previous tariff acts due in large 







] een laid by the Tariff Commission. The principle of American valuation 
was lopted for some chemicals Provision was made for flexibility in rates 
as the result of investigations to be made by the Tariff Commission. Provision 


was made for protection against 






unfair methods of competition and foreign 
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1930. 


The postwar decade 1920-30 was one of great national 


g from the World War. 


y and expension, except for local problems of 


agricultural adjustment 


In the election of 





1928, however, the sentiment 
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the world 


e country favored a new tariff revision in order to bring about adjustments 


es made necessary by changed conditions. 


e Hawley-Smoot Act of 1930 was, therefore, a complete tariff 


general 


revision Many rates of duty were increased while many others were decreased. 
Changes were made in the free list. Provisions for flexible adjustments in rates 
were retained as were provisions to protect the commerce of the United States 
against unfair competition and foreign discriminations. The worldwide finan- 
cial and economic depression had already commenced to spread to the United 
States from foreign areas by June 1930, when this act was passed, 


There is no 
estimating its effect upon the foreign commerce of this 
the period 1930-33 prices of practically all commodities 
1 collapsed and international trade was completely disorganized. 


stical 
< ountry 
in 


basis 


for 
since during 
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erage rate 
Trade 
1932, plans were immediately made for a new tariff revision. 








reduced to low levels of 1918 


Agreements Act of 1934-44 With the election of Franklin Roosevelt in 


Instead of carry 
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ng through this revision as an act of Congress, however, the reciprocal trade 

reements amendment to the Tariff Act of 1980 was adopted in June 1934 
Under that act the Chief Executive was authorized, through negotiations of 
eciprocal trade agreements, to increase or decrease rates of duty not to exceed 
0) percent in any case, provided equivalent concessions were secured from foreign 
countries With who negotiations were carried on 

Since passage of the act, 32 trade agreements have been entered into. No 
increases in rates of duty are recorded. More thi: 1,200 reductions in rates of 
duty have been granted to foreign countries. All reductions made in individual 
agreements are automatically extended, not only to other trade agreement 
countries but to all others, with a few special exceptions These reductions 
have generally ranged from 25 percent to the full 50 percent permitted in the 
rrade Agreements Act. The average reduction in rate has been equivalent to 
about 40 percent of the rates prevailing in the act of 1930, thus leaving present 
rates of duty on the average lower than those prevailing in the Underwood Act 
of 19138. 

Because of the outbreak of World War II in the summer of 1939, which com 
pletely disorganized international trade, it is not possible to make exact com 
parisons. It is to be noted, however, that where the average rate of duty on 
duitable imports from the passage of the Underwood Act in 1913 to the beginning 
of World War I was 36 percent, the average under reciprocal trade agreements 
for the calendar year 1940 was 34.3 percent, and for 1941 the average was 34.7 
percent. This is in contrast to the average of 46 percent during the 12 years 
under the Dingley Act of 1897 and about 43 percent under the Payne-Aldrich 
Act of 1909. 

During this past decade (1935-44), a systematic program of elimination of 
so-called tariff barriers has challenged the very existence of tariffs either for 
revenue or protective purposes. 

Customs revenues had reached $600 million annually by 1927-29. By 1937-39 
they were down to obut $300 million annually, although the physical volume of 
all imports was as great as in the earlier period. This would indicate a potential 
total loss of $3,000 million in revenue during the coming 10 vears 

The goal of low-tariff advocates during the decade, 1935-44, has been to 
effect a general 50-percent reduction in tariff rates from the 1930 levels. Some 
proponents of the program to eventually remove all so-called trade barriers are 
now reported to be seeking further cuts which would bring the general averag 
of tariff rates down to approximately one-fourth of the 1930 level 


rHE AMERICAN SYSTEM 


The American system of representative government and the parallel system 
of free competitive private enterprise have, with great foresight and persever- 
ance, been preserved from all efforts to undermine them. America’s prosperity 
and high living standards could not have been built without this dual system of 
government and private enterprise. But neither could this Nation have attained 
its present greatness without its American system of tariffs—a system which 
has admitted freely the things needed from abroad, but preserved, in large 
measure, the American market for domestic agriculture, labor, and industry. 

A highly diversified agriculture has been developed, and by its side there has 
been widespread utilization of the domestic products of forests and fisheries, 
mines and quarries. These provided almost limitless opportunities for labor 
to produce the foodstuffs and raw materials needed for the development of the 
manufacturing industries, which in turn provided an equal field for employment 
of other labor. In this broad diversification of agriculture and industry, almost 
one-half of all gainfully employed people have been engaged. 

Industry and agriculture, in turn, have provided the bases for the development 
of our great systems of communication, transportation, refrigeration and storage, 
and other utilities, as well as magnificent opportunities for the construction 
industries which are not exposed to destructive foreign competition. 

The great utilization of power and machinery, the development of engineering, 
the application of the arts and sciences, the use of capital and capital goods, 
plus efficient management have helped to eliminate child labor and sweatshops, 
build the homes of the Nation, its public schools, churches, libraries, and other 
institutions. Meanwhile, hours of labor have been shortened and wages increased, 
providing more leisure and a growing degree of social security as working and 
living conditions steadily improved. 
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CHANGE IN CHARACTER OF U. S. FOREIGN 
TRADE 
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PICTOGRAPH CORPORATION 





The development of the United States as a manu- 
facturing nation is reflected in the changed nature 
of its imports and exports since 1821. 


All professions benefit from tariff protection 

But what of the other millions of gainfully employed persons in the United 
States? As our industrial and agricultural development increased, many were 
able to turn to teaching, preaching, lecturing and the care of libraries and other 
service institutions. Others turned to the law and the practice of medicine. 
Still others chose the fields of publishing, advertising, and merchandising. Our 
great jobbing, wholesale and retail system was developed. The writing of books 
and magazines, the fields of architecture, art, music and sculpture, each attracted 
its quota. All these fields of endeavor called for millions of office workers as 
well as those in the service trades. The list is not complete in detail, but the 
sum total accounts for more than one-half of the gainfully employed of the 
Nation. 

These people, while not directly exposed to foreign competition themselves, are 
absolutely dependent for their prosperity and high living standards on the 
success of those engaged in the production of commodities constantly exposed 
to foreign competition. 
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Vearly two-thirds of United States imports duty-free 

The American system of customs duties has consistently recognized the fact 
hat many goods and services, produced in other parts of the world, are either 
t available in this country, or not sufficiently abundant, or can be produced 
nly at too great a cost. Where luxuries, these goods have had to bear luxury 
iriffs. Otherwise they have, from year to year, been admitted into our mar- 
kets free from duty, or carried on the official free list. 

No other important nation, so far as known, admits so great a volume of goods 
ntirely free from duty. The volume of United States imports free of tariff 
nereased in 100 years from only 5 percent in 1826-30 to 65.81 percent of all 
mports in 1926-30. 

So great is the proportion of imports free of duty that in 1940 and 1941 (the 
last 2 years before the United States became an active participant in World 
War II) total imports were valued at about $3 billion annually, but collections 
from tariffs averaged only 13.2 percent in 1940 and 12.3 percent in 1941 on all 
imports free and dutiable. The nearest comparable 2-year period for the 60 
leading nations and dominions of the world—outside of the United States- 
showed that they collected customs revenue at the rate of about 20 percent on 
$21 billion of total imports. This rate is almost 50 percent higher than the 
average rate in the United States 

Parallel to its system of tariffs, the United States has built up a system of 
enforced competition under the supervision of antitrust legislation. In many if 
not most foreign countries, many forms of controlling devices—from state monop- 
olies to private cartels (publicly permitted or sponsored )—thrive and are able 
to invade profitable markets, such as those of this country, without regard to 
competition or costs of production. Against this sort of action, it has been nec- 
essary to set up machinery to protect ourselves from unfair methods of competi- 
tion of foreign groups in our markets, and unfair discriminations against our 
exports to foreign markets. 





TARIFFS HAD ON PRICES? 








WHAT EFFECT 





HAVE 





It is frequently stated, but without any attempt at presenting statistical or 
other proof, that tariffs imposed could have no other effect than to force con- 
stantly higher and higher prices upon consumers. Official statistics do not bear 
out this contention. 

During the 5 years, 1816-20, the average rate of duty was increased to about 
25 percent. Yet there are no data to indicate any advance in prices as a result 
During the 30-year period, 1830-60, the ratio of duties to total value of imports 
averaged approximately 30 percent. Yet during that period prices remained 
relatively stable and in 1859-60 they averaged the same as during the corre- 
sponding 2-year period : 1829-30, 30 years earlier. 

After the Civil War the average rate of duty on dutiable commodities averaged 
slightly more than 40 percent—with only relatively minor exceptions during the 
period of 50 years from 1868 to 1913. Yet wholesale prices for all commodities 
were almost exactly the same in 1910 as they were 80 years earlier in 1830 when 
the protective tariff system was being introduced in complete form. 

Since World War I experience tells the same story. The wholesale price index 
number in 1921 stood at 97.6 percent. The Emergency Tariff Act was passed in 
1921 restoring agricultural tariffs to prewar levels from the lower rates carried 
in the act of 1913. The general tariff revision was completed in 1922, bringing 
tariffs back substantially to levels maintained over the 50 years from 1863 to 
1913. Yet during the 8 years which followed (1922-29) the wholesale price 
index for the United States averaged almost exactly 97.6 percent or the same 
as for the year 1921, prices never going as much as 5 points above or below the 
base of 100. , 

Over the 100-year period, 1830-1930, there have been relatively violent price 
fluctuations—prices reaching extremely high levels during the War Between 
the States and the First World War. After each of these two major wars there 
have been long periods of declining prices, but there are no data to indicate 
that either of these major upward and downward price movements have been 
closely related to tariff adjustments. 

Whole volumes could be written on these relationships, all of which indicate 
that the so-called protective tariff system (which has continued almost without 
a break, and with only relativtly minor modifications, for almost 20 years, 1816— 
1936) has not been responsible for any increase in the price burden put upon 
the consuming public of the United States. 
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FREE AND DUTIABLE IMPORTS INTO THE 
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Ud PICTOGRAPH CORPORATION 


The growing volume of duty-free imports admit- 
ted to the United States is indicated by this chart, 
which shows that the percentage of free goods to 
total imports rose from 45.3% in 1900-1910 to 
63.03% in 1941. (1915-1919 not included.) 
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rARIFF SEED OF AMERICAN PROSPERITY 


While the tariff was almost the exclusive source of revenue during the 70 years 
from 1789 to 1859, an important source of revenue during the following 50 or 
60 years, and a substantial source of revenue during the 20 years from 1919 to 
1939, it was also of tremendous importance in the economic development of the 
Nation, especially during the 120 years from 1815 to 1935. 

It protected the people of this country against every conceivable form of for- 
eign exploitation and made us truly independent. It aided in the development 
of every branch of agriculture and industry and led to the employment of mil- 
lions of gainful workers at the world’s highest wage levels. 

It fastered constant improvement in the use of power, machinery, engineering, 
organization, management and application of the arts and sciences, resulting 
in continued improvement in efficiency. Without burdening the American people 
with higher prices, tariffs helped make possible the shorter hours of labor, 
higher and ever higher wage rates, better working conditions, improved living 
conditions and the higher standards of living which Americans enjoy. 
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AGREEMENT ON TARIFFS AND TRADE 





GENERAI 


Part I. THE USE OF QUANTITATIVE IMPORT RESTRICTIONS TO SAFEGUARD BALANCES 
OF PAYMENTS 


1. Most of the quantitative restrictions’ applied by governments today are a 
egacy of two World Wars and of the economic crises they have brought in their 
train. The strict control of trade exercised by most countries during the war of 

114-18 was relaxed soon after the conclusion of hostilities. Most of the quan 

tative restrictions which were not then eliminated had disappeared by the end 
of the 1920’s, following the reestablishment of the gold standard and the large 
scale international lending which created at least a semblance of equilibrium in 
nternational economic relations. No doubt, the few remaining instances would 

so have been abolished had the period of prosperity been prolonged 

2. A change came with the onset of economic depression in 1930. Among the 

ade restrictive measures used in the early thirties were (1) increased tariff 
rates (2) bilateral trade agreements; (3) preferential arrangements; and (4) 
quantitative import restrictions. By the time the halting recovery from the depth 
of the depression began in 1933, the attitude to restrictions was fundamentally 
different from that of earlier years, when such measures were generally regarded 


f trade came to be 1 re and 


s temporay expedients The “plann of foreien ‘ 
more widely accepted as a normal function of Government, and the weapons which 
had been forged for an emergency defense of balances of payments, currencies, 
prices, or production were pressed into service as permanent elements of trade 
regulation. Bilateral balancing of trade was accepted by many countries as a 
natural objective of commercial policy. Restrictions were considered essential 
to the programs of national economic development and the advancement of self 
sufficiency, especially in the totalitarian countries. Thus, the use of restrictions 
in the interwar period was widely extended as a supplementary means of protect 
ing national agriculture and industry, and even as a weapon of economic warfare. 
Nevertheless, some progress had been made in relaxing these restrictions when, 
with the outbreak of a second war, they gave way to a more complete control of 
trade 

8. After the war ended, in 1945, many of the restrictions in force were adapted 
to meet the exigencies of the postwar situation. Most of the belligerent countries 
were badly in need of consumer and capital goods which could be obtained only 
from countries whose productive capacity had been less directly affected by the 
war tut the law postwar level of monetary reserves and the reduced earnings 
of foreign exchange, combined with the general inconvertibility of currencies, had 
deprived them of the means of payment, and therefore they maintained a strict 
control of imports to insure that their limited resources would be devoted to the 
needs commanding high priority. The import controls and restrictions were to 
be retained until export industries and other sources of foreign exchange could 
once more finance both essential and nonessential purchases as well as other 





current obligations. 

4. When the General Agreement on Tariffs and Trade was drawn up, in 1947, 
most of the governments which are now contracting parties were employing im- 
port restrictions for these purposes. Nevertheless, they accepted the general rule 
that imports from the territories of contracting parties should not be prohibited 
and should not be controlled by means of restrictions other than duties, taxes, 
and other charges. This undertaking, which is contained in article XI of the 
agreement, relates to all quantitative controls, whether made effective through 
quotas, licenses, or other measures, and precludes the use of restrictions for 
many of the purposes for which they had been imposed in the decade before the 
war. Under the general agreement protection is not to be accorded to domestic 
industry by means of the quantitative restriction of imports 

5. The agreement provides exceptions for the use of restrictions in 
cumstances and under defined conditions. With the aproval of the Contracting 
Parties’ restrictions may be imposed temporarily to promote (1) economic de 
velopment, or (2) reconstruction, but the most important of the exceptions is 
that contained in article XII which allows a contracting party to restrict im 





certain cir 


1 The terms ‘“‘quantitative restrictions” and “import restrictions” used in this report are 
meant to include only those quantitative restrictions on imports as defined in t. XII which 
provides that a contracting party. in order to safeguard its extert financial position and 
balance of payments, may restrict the quantity or value of mer dise permitted to be 
imported 

?The expression “Contracting Parties” is written with capitals when used in the collec 
tive sense of the contracting parties acting jointly. 
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ports, either by quantity or by value, in order to safeguard its external finance 
position and balance of payments. Imports may be restricted to the extent nec 
sary to forestall an imminent threat of, or to stop, a serious decline in monetayr 
reserves or to increase reserves which have fallen to a very low level It w 
expected when these provisions were inserted in the agreement that within a f 
years the world economy would recover from the postwar financial disequilibriu 

s ifliciently to allow the restoration of currency convertibility and the remoy: 
of most balance-of-payment restrictions. Hence it was stipulated that th 
Contracting Parties should review in 1951 the restrictions still being applie 
under article XII It is this review of the restrictions applied by contracting 
parties for balance-of-payment reasons that gives rise to the present report 

6. This report, however, serves a dual purpose in that it includes the second 
annual report by the Contracting Parties on the discriminatory application 
restrictions. The basic rule, forbidding discrimination in trade control, is con 
tained in article XIII; this requires contracting parties in their administratio 
of restrictions to aim at a distribution of trade which approaches as closely as 
possible the shares which the various contracting parties could expect to obtain 
if imports were not restricted. An exception to this rule permits a contracting 
party, if it applies import restrictions under article XII, to discriminate during 
the postwar transition period between sources of supply in accordance with the 
exigencies of its balance-of-payment situation. Under article XIV the Contract 
ing Parties are required to report each year on the discriminatory applicatior 

* these restrictions; the first report was published in 1950,° and the relevant 
sections herein constitute the second report. 

7. The agreement requires contracting parties which apply restrictions under 
article XII to relax them progressively as conditions improve, maintaining ther 
only to the extent that the position of their balance of payments and the level 
of their monetary reserves still justify their application, and to eliminate them 
altogether when conditions no longer justify their maintenance. Further, com 
mencing in 1952 the Contracting Parties are called upon to engage in annual con 
sultations with governments which still discriminate in the application of their 
restrictions. Hence, sections of this report are devoted to the problems which 
contracting parties will encounter when they come to remove their restrictions 
and to the prospects for their early relaxation in the light of world& conditions 
tod ly. 

8. Twenty-four of the contracting parties have stated that they are resorting 
to the provisions of article XII and are employing quantitative import restric 
tions to redress their balance of payments. These are: Australia, Brazil, Ceylon, 
(hile, Czechoslovakia, Denmark, Finland, France, Greece, India, Indonesia, Italy, 
the Netherlands, New Zealand, Norway, Pakistan, Southern Rhodesia, Sweden, 
Union of South Africa, and the United Kingdom; the Governments of Austria, 
Germany, and Turkey became contracting parties during October 1951 and have 
stated that they are also applying restrictions for balance-of-payment reasons ; 
and the Government of the Philippines, which does not expect to accede to the 
agreement until early in 1952, has made a similar statement. Nine contracting 
parties, namely, Belgium, Canada, Cuba, Dominican Republic, Haiti, Luxembourg, 
Nicaragua, Peru, and the United States, have stated that they are not taking 
action under these provisions.‘ 

9. The subject matter of this report closely affects the economic policies of 
many governments and therefore, in concluding these introductory remarks, a 
word of caution is needed. The provisions of the general agreement are highly 
complex and technical, and in order not to burden the reader with lengthy, legal 
phraseology the rights and obligations of contracting parties are described in 
this report in simple, nontechnical terms. Therefore the reader should bear in 
mind that before judging the action of any government it would be necessary to 
refer to the text of the agreement itself. For convenience of reference the 
articles which are particularly relevant to this review are reproduced in an 
annex; but even these must be read in the context of the agreement as a whole. 


Part II. Conrrot OveR VOLUME AND VALUE OF INTERNATIONAL TRADE BY 
GOVERN MENTS OF FOREIGN COUNTRIES 


Aside from (a) national expropriation of private funds; (b) formation of 
exchange monopolies by foreign governments; (c) manipulation of currency 


* First Report on the Discriminatory Application of Import Restrictions, March 1950 
‘Sales No. GATT/1950-1) obtainable from sales agents for United Nations publications. 

*The Governments of Burma and Liberia have not informed the Contracting Parties of 
their position in relation to action under article XII. 
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values through exchange control devices; (d) and inflation programs tied in with 
xchange control (briefly described in aonther section of this report), (¢) for 
gn countries, acting under GATT auspices, have introduced a multitude of 
other schemes to control volume and value of import and export trade. 

Among these are the following unilateral iliustrations dealing with commer- 
cial policy reported by GATT during the month of November 1953. 

il. Uruguay decided to become a contracting party to GATT. 
» United Kingdom increased import duties on certain horticultural products, 


subsequent to waiver of GATT article I provisions 
3. Japan signed declaration on commercial relations with GATT. 
i. Belgium agreed to exempt certain goods imported from Italy from the 


family allowances levy. 

5. Germany agreed to facilitate the importation of commercial samples and 
advertising materials. 

6. Italy concluded agreement with eight Arab countries on commercial policy 
at economic conferences. 

7. Belgium, Netherlands, and Luxembourg coordinate economic policies. 

8. Bolivia decided to require Government orders to permit exchange of Bolivian 
products for foreign merchandise. 

9. Brazil introduced a new export, import, and exchange system, including 
classification of imports into five categories according to essentiality. 

10. Canada and United States set up a joint American-Canadian Committee on 
Trade and Economie Affairs. (By executive exchange of notes.) 

11. Costa Rica—El1 Salvador announced details of a new treaty of commerce 
and economic integration. 

12. lrag announced lifting of ban on trade with Greece, with exceptions. 

13. Italy reported embargo or restriction on exports to Yugoslavia with special 
reference to certain strategic materials and products. 

14. Japan reported to be considering adoption of plural tariff system. 

15. Saar Territory reported code of foreign economic treaties and regulations 

16. Turkey announced several import lists, eligible for foreign exchange, also 
provisions for export bounties. 

he following are illustrations of customs tariffs and charges*dealing wi 
imports, reported by GATT during November 1953: 

1. burma announced changes in sales taxes to conform to definitions and 
classifications in their new import tariff. 

2. Chile has reported lists of chemicals of prime necessity, in item 954 of 
Chilean customs tariff, subject to 3 percent surtax. 

3. Cuba extended import duty exemption for cement. 

4. Cuba signed trade agreement with Western Germany providing for revision 
of customs duties, extended to members of GATT. 

5. Czechoslovakia announced unilateral changes in tariff rates permitted in 
their basic law of 1948. 

6. France, Upper House, passed law to give legal validity to the French 
customs tariffs. 

7. French West Africa issued report of import duties reduced. 

8. Haiti reported increases in import duties on shoes. 

Y. Irag-Jordan entered into trade agreement revising customs duties and 
providing for preferential treatment. 

10. Ireland announced special increase in certain duties with preferential 
treatment to United States and Canada. 

11. Kenya reported suspension of certain customs duties. 

12. Nicaragua has announced additional taxes on imports of certain com 
modities. 

13. Panama has decreed increased import duties on many products. 

14. Switzerland has increased price supplements on certain imports to pro 
vide funds for financing payments of premiums to encourage domestic produc- 
tion of products involved. 

15. Lower duties are now imposed on imports of certain types of potatoes 
used for seed in Switzerland. 

16. Turkey and Chicos Islands announced special tariff agreement. 

17. United Kingdom announced increases of certain import duties on list of 
certain horticultural products—with GATT approval. 

Following is a list of customs duties and charges reported changed during the 
last month on exports: 

1. Argentina established new exchange rate for exports of certain products 
raised from 500 to 750 pesos per dollar with equivalent for other currencies. 
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ILLUSTRATIONS OF QUOTA CONTROL OVER EXPORTS 


Quantitative controls over imports are often supplemented by quotas imposed 
illustrations of changes during October 

1. Australia: A system of export quotas has been imposed upon the export of 
certain products, export licenses required. 


imports of 


duction of soap with requirement that certain quantities of domestic mate- 
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2. Australia: With a view to stimulating export trade the Government has 
olished the ban on exports of a list of products. 

3. Italy: Italian export regulations up to July 1, 1953, have become so complex 
at a code of import and export control regulations has been compiled 

t. Japan: The Government has added 17 items to lists of items from which 
port ban has been lifted—to China—to improve competitive situation compared 
th countries of Western Europe. 

». Sweden: The Government has relaxed export regulations and quotas in the 
se of certain commodities to certain countries but not to others—thus increas- 
g extent of discriminations. 

6. France: New agreements have been put into effect governing trade in 
tain scientific and cultural materials and new trade regulations concerning 

assification of cheese have been issued. 



















STATE TRADING 





Many foreign countries have gone far beyond establishment of commercial 

ilicies by Executive action, changed in tariffs or taxes on imports and exports 
decree and use of quantitative control by licenses and permits to limit or 
pand the volume of foreign trade—both imports and exports of commodities. 

\ favorite line of action is seen in the programs of state trading and/or permit- 
ng or prohibiting private trading. 

During recent months two very special illustrations will illustrate such 










programs: 
1. Brazil has established a complete petroleum monopoly, effective September 
53. It will be operated by a stock company with a national petroleum council 
s the directing and supervising agency. 
2. United Kingdom has reversed this movement by restoring private trading 


n the case of hemp, effective October 1, 1953, and magnesium, effective January 
1, 1954. 
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Under section 8 of article T of the Constitution it was provided that “Congress 


shall have power to levy customs duties: to regulate commerce with foreign 
x 








nations * * *; to coin money, regulate the value thereof and of foreign coin 
ete.” Section 2 of article II of the Constitution provides that: “The President 
hall have power, by and with the advice and consent of the Senate, to make 
treaties, provided two-thirds of the Senators present concur; and he shall nomi- 
nate, and, by and with the advice and consent of the Senate shall appoint 
imbassadors, other public ministers and consuls.” 

Under these provisions it was intended that friendly economic, commercial, 
or trade relations might be established and maintained with all foreign countries 

For 145 years (1789-1954) the United States stayed within the limits of 











these constitutional provisions. Congress treated all countries absolutely alike 
so far as rates of duty on commodities, trade regulations, and exchange values of 
currency is concerned, aside from the special commercial treaties with Cuba 
and the Philippine Islands where preferential arrangements were made for 
special reasons which need not be reviewed in this report But with the passa 
of the Trade Agreements Act on June 12, 1934, we entered into the world 
scramble of logrolling and attempts to “purchase compliance” for special favors 

It is not surprising that under the colonial system special preferential treat- 
ment was accorded between European nations and their dominions, crown colo- 
nies, and other possessions. From this there developed the “conditional” most- 
favored-nations treatment in treaties of commerce and navigation (dealing 
with ports, wharfs, docks, warehouses, rates of duty, and other taxes and fees, 











travel conveniences, investments, etc.). 

Now, under the United States system of trade avreements developed under 
the act of 1934, literally hundreds (if not thousands) of special agreements 
(grouned under the general term “trade agreements”) have come into being 
among the hundred or more separate independent foreign countries, dominions, 
and areas of less than complete sovereign status. 

With the admission of Uruguay as a contracting party of GATT December 16, 
19°53, there are now 34 members of that organization out of about 100 separate 
national sovereign areas or countries. But many of these have agreed to only 
provisional association so that even on such major problems as tariffs or quanti 
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tative controls over exports or imports or other matters of commercial policy 
that is now the utmost confusion, verging on chaos. And there are now 55 
member countries associated in the International Monetary Fund, dealing with 
problems of currency manipulations, exchange values of curreneies, converti 
bility, ete. 

In preceding sections of this report a brief survey has been given of such 
subjects as commercial policy, customs duties, taxes, fees and other charges 
imposed on imports and exports of commodities, systems of licenses, permits 
and other control devices on foreign trade and the general question of import 
and export quotas with illustrations of discriminations, preferential treatment 
ete. But in addition there are literally hundreds of so-called trade agreements, 
barter arrangements, etc., which must be surveyed briefly 

Without attempting to list and describe these hundreds of so-called trade 
and barter agreements, including new agreements, extensions, cancellations, and 
detailed treaties of commerce and friendship, we may illustrate activity in this 
field by review of principal news items reported in various official statements 
during the last month (October 1953). The following is a list of 38 items of 
importance between 2 or more countries, thus involving a total of at least 76 
national areas. These do not include agreements of purely financial or monetary 
or exchange character—and of course could not attempt to list all allocations 
or quotas for specified products which are made within the terms of existing 
trade arrangements—often by means of protocols. 












NEW 







AGREEMENTS, AGREEMENTS 
ARRANGEMENTS 






EXTENDED 
REPORTED 


OR TERMINATED, AND 
DURING OCTOBER 1953 





NEW TRADE 





1. Argentine-Eastern Germany: A new trade agreement concluded providing 
for a total commercial exchange of 39 M pesos. 


» 


2. Argentine-Italy: Trade agreement extended to July 1954 calling for an 


exchange of goods of 56 M pesos in each direction. Lists of export and import 
commodities are itemized 
3. Australia-Western Germany: Trade agreement signed provides assurances 
that import licenses will be granted by Germany for most of the goods exported 
to her by Australia List of commodities enumerated. 
4. Austria-Colombia: Trade agreement 


signed for 1-year commercial agree- 
ment 


under which Colombia will ship coffee valued at $1 million for Austrian 
products not restricted by local import laws. 

5. Austria-Switzerland: Trade agreement extended continuing present terms 
pending general revision. 

6. B. L. E. U.-Sweden: Trade agreement extended to October 1, 1954, dealing 
especially with quotas of special items including iron ore and special types of 
ron 

7. Brazil-Venezuela: Commercial modus vivendi extended. 

8. Canada-Venezuela : Commercial modus vivendi extended to October 1954. 

9. Chile-France: New commercial agreement signed, deals especially with 
nitrates and copper, quantities and prices Creates permanent joint trade 
commission. 

10. Chile-West Germany: Trade agreement temporarily extended, pending 
new agreement now being negotiated. 

11. Chile-Hungary: Commercial arrangements concluded under which Hun- 
gary will purchase Chilean wine in exchange for a variety of consumer goods— 
$725,000 each way. 

12. China-Japan: Trade agreement signed by a group of private Japanese 
negotiators. Extensive lists of three categories of goods extending from border- 
line strategic items in both directions. Japanese Trade Department has not 
accepted responsibility. 

13. China-Mongolia: New barter agreement signed, based upon 
Cultural Agreement of 1952. 

14. Costa Rica-El Salvador: Treaty of commerce and economic integration 
covers extensive arrangements on both duty- and tax-free items and relation 
with other countries. 

15. Czechoslovakia-India: New trade agreement signed to cover full year 


1954, deals with soft-currencies licensing, and lists exports and import classifica- 
tions, 


Economic- 


16. Czechoslovakia-Switzerland: New commercial treaty signed including 
most-favored-nation treatment but no customs consolidations. 











iit 


agreement. 
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17. Denmark-France: Trade agreement extended, includes quota lists in both 
rections. 

18. Denmark-Indonesia : Trade agreement extended pending conclusion of new 
Iixtensive list of commodities for export and import, including finan- 


ial limits. 
19. Denmark-Sweden: Additional protocol to present trade agreement lists 


new and additional products and values to be exchanged. 


20. Denmark-Switzerland: Trade agreement renewed for 1 year, to October 
1, 1954, lists import and export quotas subject to later negotiations. 

21. Denmark-Yugoslavia: New trade agreement signed, extended to June 30, 
), lists products to be exchanged, values adjusted, ete. 
. Finland-EKastern Germany: Trade agreement signed 
export classes to be traded, values estimated included are surplus of Finland 





listing import and 





exports to go to Soviet Union. 

23. Finland-U. S. 8. R.: New trade agreement signed, provides for increase in 
ommercial exchanges, extends to 1954, lists products to be exchanged, ete. 

24. France-Italy: New trade agreement extended to 1954 based upon agree- 
ment of 1951, includes exchange of lists of industrial products, cheese and rice. 

25. France-Netherlands: Trade agreement renewed, including details of quotas 


aw. 
for deliveries on both sides. 
26. France-Sweden : Protocol to trade agreement signed worked out by French- 
Long list of export and import items subject to license. 


Swedish Commission. 
extended without change, March 


27. France-Switzerland: Trade agreement 


mi. 


81, 1954. 

28. Western Germany-Spain: Trade and payments agreements supplemented, 
provides for some increase of German import quotas and Spanish exports. 

29. Western Germany-Switzerland: New trade agreement signed extending to 


September 30, 1954. It deals with quotas, export and import permits, a long list 


of commodities and amount and terms of exchange involved. 
30. Greece-Turkey: Trade agreement signed covering 1-year period, Turkish 
quota restrictions, Greek exports to Turkey and extent of exchange limitations. 
31. Hungary-Sweden: Trade agreement signed extending to September 30, 
1954, contains limits to exchange involved in both exports and imports and 
settlement of Swedish claims. 


32. Iceland-Italy: Commercial arrangement concluded dealing with trade, 


quotas, terms of exchange, etc. 

33. Iraq-Jordan : Preferential trade arrangements agreed to calling for complete 
cooperation in trade and other economic matters. Covers period of 1 year subject 
to renewal. Provides for extensive revision of customs duties by Jordan 
34. Italy-Switzerland: Trade and payments agreement renewed for a year, to 


October 31, 1954. 
35. Italy-Vietnam: New trade agreement signed for exchange of special list of 


oe. 
surplus commodities up to 160 M French francs. 

36. Japan-Philippine Islands: Barter agreement extended to January 31, 1954, 
without important changes. 

87. Norway-Yugoslavia: New trade agreement signed to extend to June 30, 
1955. Contains segregated limits of exports and imports, free from duties and 
dutiable. 

38. Sweden-Yugoslavia: New trade agreement signed to extend to July 1, 1955. 
Terms granted to Yugoslavia to be equal to those to OEEC. Lists of probable 
items but no definite quotas. 

It is significant that United States so-called commercial or trade treaties 
(peace, friendship, commerce and navigation) negotiated as provided for by the 
Constitution above referred to, from 1789 to 1984, dealt only with general rules 
and commercial or economic policies. They never negotiated customs duties or 
tariffs, or dealt with quantity restrictions or quotas, or the many other matters 
reviewed in this section of this report. An attempt was made at one time to 
negotiate a small group of special reciprocal agreements but these did not win 
Senate approval and the matter was dropped (except in the recent cases of 
Cuba and the Philippines to which special reference has been made). 

In 1921, after World War I, Congress passed the Anti-Dumping Act which is 
the statute books although used but little during the past 20 years. 


still on 
in the Tariff Act of that year, sections 315, 316, and 317 were passed to 


In 1922 
provide: 
(a) A flexible feature by which tariff rates might be 
50-percent limit ; 

39888—54—pt. 7——10 


changed within a 
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ku 








b) Procedures by 
with; and 
ec) 





which unfair methods of competition might be dea 







The basis by which foreign discriminations against our exports could 
be stopped 





“hese same features were included in the Tariff Act of 1930 in sections 336 
7, and 338. But these have largely been left dormant since 1934 when the 
ade-agreements approach to all foreign-trade problems was introduced. 


































In contrast we have seen in the review that all—or practically all—foreign 
ountries, having secured tariff concessions from us since 1934, have built up 
ystems of currency manipulation and price inflation through monetary nation 

ation and exchange control, export and import commodity control through 





icenses, permits, 





quantitative restrictions, barter arrangements, limited trade 
cartel-control programs, and other devices. 








treements, 


CONCLUSIONS 




















It would seem that the time has come for the United States, 
ontinued economic grants and tar 
eS rived by 


instead of 
ff concessions, the value of which have been 
action of foreign nations or their agencies— 

I. To allow the Trade Agreements Extension Act to expire on June 12, 1954, 
now provided in the law itself. 


Il. To withdraw from provisional acceptance the decisions now sponsored by 











































IIl. To set up an honest statistica 








record showing true relationship between 





ial exports and imports 


LV. To provide support for 








a highly diversified domestic economy as the basis 
eneral employment, widespread prosperity, high living standards, national 
ns nd security, tranquility at home, and peace with the world, as distinct 
om promoting unsound expansion of trade and 
ubsidies, and foreign bribery. 

V. To rehabilitate the United States Tariff Commission as an agency of 
ress and the National Government to review tariff rates and other regula- 
ns of foreign trade based upon flexible principles and fair-trade 
While the chairman of 























schemes of state planning, 


























criteria. 
the subcommittee created under authority of Senate 
Resolution 143 has in the past developed this subject in detail, it seems desirable 
to close these recommendations by 














reference to the 10 points presented by the 
American Tariff League (a nonpartisan research organization) to the 
Keonom Policy Commission ¢ 











Foreign 
reated by Congress and now engaged in detailed 
dy of all aspects of this subject We do not necessarily endorse all details 
the tariff league statement, but attach it as a guide which merits more than 
































PAR III. Unrvrep STATES CURRENCY, COINAGE, AND INTERNATIONAI 


ExCHANGE, 
ALSO CONVERTIBILITY AND VALUE OF FOREIGN CURRENCY 























During the 





period of discovery, exploration, and colonization as well as the 
period of the American Revolution and post-Revolutionary years 1781-89, the 
area which became the United States of America had 
distinctive 











no separate currency or 
coinage and therefore no basic exchange ratios in terms of foreign 
Different European countries engaged in exploration and coloniza- 
tion used the currency of the mother country—until they were eliminated from 
he scene preceding, during, or following the Revolution. In the North along 
he St. Lawrence River, the French frane prevailed. Coming down into the New 
England States, British pounds, shillings, pence, and other British coins were in 
common use. In the New York or New Amsterdam area the currency of Holland 


Farther south, the currency of Sweden had local circulation. 
from Pennsyl\ 











currencies 

































prevailed 





Again, 
ania south to Carolina and the Savannah River of George, British 
minated, while in the Florida area, including southern Georgia and 
es which dotted the Caribbean Sea and Gulf of Mexico, the Spanish 
peso was recognized. At times the currency of Portugal found current use and 
formed the basis for the present currency of Brazil. 

The question of a national currency was unquestionably one of the major sub- 
jects of controversy during the late Colonial, Revolutionary, and post-Revolu- 
tionary days until the adoption of the United States Constitution. But provision 
was made to take care of this situation in article I of the Constitution. 

Section 8 of article I of the Constitution enumerated powers granted to Con- 


gress. Pertinent provisions of the first few paragraphs of article I, section 8, 
read as follows: 
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TO CONGRESS 





POWERS GRANTED 





r to lay and collect taxes, duties, imposts, 


‘Sec. 8. The Congress shall have powe 
general 


nd excises, to pay the debts and provide for the common defense and 
elfare of the United States ; but all duties, imposts, and excises shall be uniform 

hroughout the United States; 
“To regulate commerce with 
* * *.- 


foreign nations, and among the several 


States 


“To coin money, regulate the value thereof and of foreign coin 
aie 


*“* *- 


“To promote the progress of science and useful arts 

“Sec. 9. No tax or duty shall be laid on articles exported from any State.” 

Acting under these provisions of the Constitution, the Congress proceeded to 
rovide fer a national currency and to coin money to be used as a measure of 
alue and a medium of exchange. Necessarily, this also included provision for 
he relationship between the new national currency (the dollar), and the cur- 
encies of foreign countries. Here we have the basis for either fixed or fluctu- 
iting ratios between the dollar and foreign currencies 

From the beginning of the national system a relationship was established be- 
tween the dollar and gold bullion. The value of a fine ounce of gold was com- 
puted at a ratio of 1 ounce to $20.67. On that basis, it required $4.8665 to be 
equal to the British pound sterling. In general, the ratio between the dollar and 
British pound sterling and the ounce of gold was perpetuated during the 140-year 
period 1791-1931, although during that period there were fluctuations resulting 
from changes in economic conditions 

During the 140 years above referred to there were periods during which wide 
if silver for monetary purposes. 





variations occurred in the recognized value 
And, of course, during that same period there were tremendous fluctuations in 
prices of all other commodities in terms of United States dollars. 

Attached hereto is a table in the form of index numbers which will serve to 
indicate the fluctuations in the prices of all commodities from 1801 to 195 

In September 1931, it will be remembered that the United Kingdom (or perhaps 
it should be said, the sterling bloe of countries), departed from the old or 
former ratio which had long existed between the pound sterling and the American 
dollar. This resulted in chaotic conditions in the field of international finance 
and exchange as between the American dollar and currencies affiliated with the 
pound sterling. This condition continued for nearly 2 years, or until the mone 
tary value of gold was changed in 1933 by action of President Roosevelt, during 
the summer of 1933. From that time until January 31, 1934, the President at 


ars 


irregular intervals modified the price of gold, in terms of dolla 

As already noted, the value of gold for monetary purposes had been maintained 
at $20.67 per fine ounce of gold substantially through the 100 preceding years. 
As a result of the changes made by President Roosevelt, the value of gold for 
monetary purposes was increased to $35 per fine ounce. Thus the ounce of gold 
in terms of currency, was increased to $1.692 or the unit of currency was reduced 
to the equivalent of 59.1 cents. This program was terminated January 51, 1934, 
and since that time, for official purposes, the fine ounce of gold for monetary 
The pound sterling, however, was not estab- 


purposes has been valued at S35. 
with one 


lished on a fixed basis. In other words, the world was confronted 
international currency (the dollar), established on a fixed basis, whereas for 
purposes of international exchange, the other international currency (the pound 
sterling), remained on a fluctuating basis or what may be eal 

Relatively violent fluctuations between the dollar and the pound sterling con- 
tinued during September 1931—January 1934, and between that date and Septem- 
ber 1949, at which time the ratio between the pound sterling and dollar had more 
or less stabilized at 1 pound sterling = $4.03 

At this point in the recent history of the world, the British pound sterling 
il Sept mber 


ed a market basis 


was again permitted to begin a new set of fluctuations and late 
the United Kingdom announced a change in the ratio between the pound and 
the dollar from 1 pound—$4.03 to 1 pound—8$2.80. It will be enough here to say 
that fluctuations since September 1949 have been reasonably well established at 
about $2.80 per pound sterling, although the present rates for sterling abroad at 
the end of 1952 ranged between 82.80 (which was the official selling rate), and 
$2.94 in France, and $2.53 in Netherlands. Other exchange variables in the ex- 
change market are too numerous to analyze at this point. 

Attached hereto is a tabular statement consisting of 13 typewritten pages, which 
presents exchange rates for the year 1937 and annually during the recent years 
1947 to 1952, inclusive. Details are presented for 50 countries aside from the 
United States dollar and the British pound. 
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In general, attempt has been made to present not only the official rates, but 
separate buying rates and selling rates and special rates as between the dolla: 
or the pound and the currencies of other countries, 


In addition, where necessary 
in order to indicate the 


character of fluctuation and exchange ratios, the free 
market is shown separately as also free gold bars and gold British sovereigns 
In many Cases it is necessary to show what is called the “curb” rates and to show 
rates with and without tax. 

Needless to say, while the Constitution provides that the Congress is charged 
with determining the domestic values of United States coins and exchange ratios 
as between the American dollar and the currencies of other countries, it has not 
been found possible for any one country such as the United States to determine 
and maintain either fixed ratios or other relationships with foreign countries 
In other words, each individual foreign country may through control of cur 
rencies and exchange, carry through modifications resulting in tremendous varia 
tions or fluctuations which in turn influence the price structure of commodities 
for domestic use as well as in the export and import markets. 

As already noted, there is attached hereto a comprehensive table presenting 
exchange rates for practically all leading countries and many secondary na- 
tioual areas in which units of foreign currencies in terms of United States dollars, 
are shown for 50 national areas in addition to the United States and the United 
Kingdom, first, for the year 1937, which preceded World War II, and second, for 
each of the years 1947 to 1952, inclusive. Exchange rates pertain to the end 
of the several calendar years, but an untold number of fluctuations take place 
during the year in all or practically all of the 50 countries reviewed. Further 
more, monthly rates are regularly listed in the monthly bulletin of the Interna. 
tional Monetary Fund so that if one should wish to do so, a similar table could 
be presented on a monthly basis. 

There is no need here to describe in detail the many variations which have 
taken place between 1937 and 1952, for each of the several countries. Suffice it 
to say that the International Monetary Fund, in addition to monthly reports, 
also publishes an annual report, the last of which was dated May 22, 1953, and 
released July 22, 1953. This most recent report pertains to the year 1952. It 
is a volume of 342 pages and is available for reference as to details for each of 
the 50 countries, in addition to the United States dollar and the pound sterling. 

it will be enough in this brief summary to note that exchange control was in- 
troduced in the United Kingdom on September 3, 19389, which practically marked 
the beginning of active military operations of World War II. Since September 
3, 1939, there have been a considerable number of developments in details, but 
the essentials of the system have in principle remained unchanged. Exchange 
control is not imposed on transfers to other countries in the sterling areas, but 
all payments to nonsterling area countries require exchange control approval 
which, upon verification of the amount and provided the method of payment is 
in accordance with the general prescription of currency requirements, is granted 
automatically for licensed imports, contractual payments (except films), and 
many types of noncontractual payments. Some types of noncontractual pay- 
ments are subject to monetary limitations and, in some instances, to discrimina- 
tion according to the country of receipt. Export proceeds must be received in 
the manner prescribed in the regulations, and certain currencies must be sold 
to an authorized bank. 

It may be enough to note that in the case of the United Kingdom, the official 
selling rate before the adoption of exchange control, 


was $4.999 per pound 
sterling. 


Without listing daily or hourly fluctuations, it may be said that by 
1947 and 194s, the official selling rate was almost exactly $4.03 per pound 
sterling 

In the case of France, exchange control was introduced on September 9, 1939. 
Thereafter, until 1947, there were many annual, monthly and even daily, fluc- 
tuations until a new general overhauling and codification of the system was 
effected in July 1947. Changes in the system of exchange rates on January 26, 
and October 17, 1948, resulted in the establishment 
currencies and 1 rate for other currencies 
rate system was established. 


of 2 rates for convertible 
; but on September 20, 1949, a uniform 
This synchronized with the change in the United 
Kingdom which at that time completely revised the exchange ratio as between 
the dollar and the British pound, from $4.03 per pound to $2.80 per pound. 
Thus it may be said that the par value is United Kingdom pound 1=US$2.80. 
Market rates for most currencies dealt with in the United Kingdom are main- 
tained between official limits corresponding to United States $2.80 buying, and 
United States $2.78, selling, per pound sterling. Official rates are quoted for 
a considerable number of foreign currencies other than the dollar. In general, 
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uthorized banks are allowed to cover transactions against sterling in the 

mdon exchange market or with banks in the country of the currency con- 

erned, where the authorities of that country have given their approval. The 
1ited Kingdom operates a single rate system based on the fund par values 
where countries have not an agreed parity, on official rates. 

The above contract will be readily understood by reference to the attached 
ible for France and for the United Kingdom. 

As already noted, in the case of France, there are two types of exchange 

tes; (1) “free’’ market rates for authorized transactions defined in detail. 
The rate for the United States dollar remained between 349.50 francs and 350 
francs during 1952. It should be noted, however, that while exchange rates of 
urrencies dealt in on the free market are formed through the interplay of 
lemand and supply mechanism, only those persons who have a general or 
individual permit from the exchange office can buy exchange through the inter- 
mediary of the ‘“‘free’ exchange market and only authorized banks are per- 
mitted to operate on the “free” market as intermediaries between the ultimate 
seller and buyer of specified currencies. 

The second type of exchange rate in the case of France is known as the 
‘official” exchange market rates for currencies dealt in by the Exchange Stabili- 
zation Fund. The detailed difference between the free market rates and official 
exchange rates is set forth in International Monetary Fund Annual Report, 



























age 153. 

It will be enough in this brief summary to note that the official selling rate, 
the controlled free rate and the average rate in the case of France, stood at 
about 30 francs per United States dollar at the end of 1937 before World War II. 
Because of the fluctuation and exchange manipulations, this had increased to 
ibout 120 frances per United States dollar by the end of 1947. By the end of 
1948, as a result of changes in the French exchange control system already 
noted, the official selling rate had reached 214.71 frances per United States 
dollar, while the controlled free rate had reached 317.60 franes per United States 
dollar and the average rate was 266.16 francs per United States dollar. 

It has already been noted that the British pound sterling conversion from 
$4.03 per pound to $2.80 per pound, took place on September 20, 1949. At that 
time, separate official selling rate and controlled free rate, as between the French 
frane and the British pound as well as the United States dollar, terminated, 
and since that date (September 20, 1949) a uniform general rate has prevailed 
and (aside from fluctuations), stands at 350 French francs per United States 
dollar just as the official selling rate as between the dollar and the pound sterling 
stands at $2.80 a pound, with a range 2 cents above and below that figure to 
which attention has already been called. 

The detailed system of operations in the case of each of the 50 countries is 
spelled out in the annual report of the International Monetary Fund which, as 
already noted, is a volume of 342 pages. It would seem that unless specific il- 
lustrations for individual years, individual countries, ete., would be desired, 
it would be sufficient here merely to refer to the attached table dealing with 
these 50 countries, and on the other hand, for monthly fluctuations, to refer 
to the monthly report of the International Monetary Fund, and for a description 
of the differences between different countries and different methods of handling 
exchange, to refer to the annual report of the fund to which reference has 
already been made. 

Perhaps it should be noted in passing that reference to the exchange rates 
for France in the attached table discloses in the case of free rates “francs per 
equivalent of one United States dollar at official cross rates” ranged at the end 
of 1952 between 368 francs for British pound sterling notes, to 578 francs per 
pound for gold sovereigns. These differences, as well as the innumerable fluc- 
tuations daily or hourly, have a tremendous bearing upon prices of commodities 
in the international market, and by a process of manipulation of exchanges rates 
it is possible to practically change tariff rates on commodities as between France 
and the United States and other countries from day to day or even from hour to 
hour. This is one of the reasons why it would appear that the time had come 
to discontinue the trade agreements program which makes a gesture in which 
rates of duty are specified, but in actual practice it must be evident that rates 
of duty actually applied not only may be but actually are shifted from mouth to 
month and from day to day in the case of literally hundreds of commodities 
which are imported or exported by France and exported or imported by the 
United States. 
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hange rates, 1937 and 1947 to 1952, inclusive, per United States dollar: 
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hange rates, 1937 and 1947 to 1952, inclusive, per United States dolla 
of year—Continued 


Buying rates 


’rincipal export rate 


Other export rates 


Pesos per equi 


Free rates 
United States Dollars s 7 5 3 5. 55 99. 08 


Pounds sterling ; 86. 19 
Gold: In coins (100 pesos) 24. l ‘ 159, 22 


COLOMBIA 
Selling rates 


Official, without tax 

Official, with tax 
Class I imports 
Class IT imports 
Class III imports 
Class IV imports 

Certificate 


Buying rates 


Basic official 


Effective coffee rate 
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bechange rates, 1937 and 1947 to 1952, inclusive, per United States dollar: End 
of year—Continued 
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Kachange rates, 1937 and i947 to 1952, inclusive, per United States dollar: 
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change rates, 1937 and 1947 to 1952, inclusive, per United States do 
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Ruying rates 


Official: Basic 
Special: Basic 
Exports 
Preferential A. 
Preferential B 
. Controlled free 
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Kachange rates, 1987 and 1947 to 1952, inclusive, per United States dollar: End 

of year—Continued 

| 

Country 1937 1947 1948 1949 1950 1951 | 1952 
j | 






Soles per United States dollar 






PERI 












16. 





10 14.81 14.95 15. 28 ; 
10. 00 16. 60 16. 08 15. O01 15. 36 15. 72 




































per equivalent of I 





United States dollar at official cross rates 










13. 33 14. 67 15. 00 13. 48 | 15 
13. 58 15. 82 15. 31 13. 09 15 


ited States 


dollar 


Inited States dollar 









22. 094 





28.95 28. 95 28. 95 






vudos per equivalent of 1 United States dollar at official cross rates: 


End of year 











28. 02 







} 28. 95 
| 








SPAIN Pesetas per United States dellar 








Official 











f 11.22 11, 22 11, 22 11.22 | 12 11. 22 

\ 16.81 27. 38 39. 40 21.90 | 25.00 | 25.00 

f 10.95 | 10.95 10. 95 10. 95 21. 90 21.90 

898 11 16. 40 21. 90 28. 47 32. 85 39. 65 39. 65 

f 1 free 10. 72 | | 39.84 39. 65 39. 65 
6 35.00 | 37.50 45.00 | 51.50 | 53. 00 48. 00 







Kronor per United States dollar 
SWEDEN 4 : : aie 1 








1. Official selling rate 3. 885 3. 600 3.600 | 3.600 5. 180 5. 180 5. 180 






Kronor per equivalent of 1 United States dollar at official cross rates 
Free rates, krono notes abroad 














Switzerland -.... 5.99 5. 26 6. 39 6.40 | 6.29 5.76 


SWITZERLAND 









1. Official rate... es 4. 324 4.315 4.315 | 4.300 4. 288 4. 369 4. 285 
| 


Franes per equivalent of 1 United States dollar at official cross rates 















Free banknote rates 































2a. United States dollar__- 4.13 3. 99 4. 30 | 4.29 4.3% | 4, 28 
2b. Austrian sebilling 3. 61 3.64 | 351 | 4.37 
2c. Belgian frane 3. 59 3. 29 4.30 | 420 | 400 | 4. 20 
2d. French frane 1. 51 2.17 3. 84 3. 87 3. 50 3. 60 
2e, German mark “) 26 3.30 | 3.54 | 3.82 
2f. Italian lira 4.27 3. 62 4.09 | 3.78 | 3.97 4. 22 
2g. Netherlands guilder 1, 75 1. 96 3. 91 3.91 | 4.01 4. 16 
2 Norwegian krone 2. 43 2. 18 3. 11 3. 11 j 3. 46 3. 93 
2i. Portuguese eseudo 4.12 3.85 | 4.27 4.21 | 4.20 4. 26 
2). Swedish krona 2.59 | 2.95 3. 48 3.47 | 3.60 3. 84 
2k. Pound sterling 238 | 29 | 3.61 3. 81 | 3. 70 3.91 
Free gold rates | 






a. Bars 
3b. Coins (sovereigns) . 
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Hachange rates, 1937 and 1947 to 1952, inclusive, per United States dollar: End 
of year—Continued 











| 


| | 
Country 1937 | 1947 | 1948 | 1949 1950 1951 1952 








Baht per United States dollar 
THAILAND o 


arene 


Official selling rate - 2.18 9. 968 9. 968 | 12.55 | 1255 | 12.55 12. 55 


| | 









Baht per equivalent of 1 United States dollar at official cross rates 





Free rates 





> a ~ ‘i | 





23. 48 21.13 |} 22.08 16. 69 


United States dollar | 18.88 19. 60 
Pound sterling 14. 61 15. 57 20. 57 20.09 |} 18.71 16. 20 






‘ 





Liras per United States dollar 
TURVEY 







Officr selling 
Premium 







“4 










Liras per equivalent of 1 United States dollar at official cross 






Curb rates 










3. United States dollar notes- 3. 55 3 5 
4. Pound sterling notes nitiwedete . 3.66 | 3. 30 4. 54 
5. Gold: In bars i ; 49 4. 21 42 


. In coins (sovereigns) 





nited States dollar per pound 
UNION OF SOUTH AFRICA ae a 
| | | j 
wel «a | 


1. Selling rate 4, 928 4. 0075 4. 0075 2. 7838 2. 7838 2. 772. 2 











United States dollars per pound sterling 


UNITED KINCDOM ae - — = 










4. 0275 4. 0275 2. 7988 | 2. 7988 2. 7812 2. 8094 


Official selling rate. é | 4.999 






UNITED STATES 


Free rates for sterling abroad 












2a. Transferable account. j 2. 55 3.05 2 
2b. Security sterling | 


nr 






Por notes and coin 



















3. Belgium 2.601 | 3.502 2. 320 2. 610 2. 590 2 
4. France... ; | 6.213 | 5.560 2. 564 2.714 2. 829 2 
5. Italy. a | 2206 | 3.217 2. 496 2. 848 2. 552 2 
6. Netherlands + | | 5. 466 2. 829 3. 000 2. 645 } 
7. Switzerland - eves | 2225 | 2707 2. 349 2. 488 2. 369 2. 558 






Pesos per United States dollar 





URUGUAY 








Selling rates 





| 
1. Official basic ARES ote | 2 i 1.90 | 1.90 1.90 | 1.90 
2. Special o-2- } ao ar ae 2. 45 | 2. 45 2.45 | 2. 45 
| 
Buying rates | | 
| | | | 
3. Official basic. _........-.-... 1.519 | 1. 519 1. 519 | 1. 519 
4. Special I_......-...-.. heikebs deedeninit dines 1. 519 1.519 |, 1.78 | Loe | Le 4 1.78 
§. Special JI__......- rca 2. 35 235 | 2.35 2. 35 
6. Free__- as eaeaee 1. 881 1.900 | 2.38 310 |} 207 | 2@ | 27 








Bolivares per United States dollar 





VENEZUELA 








Selling rates 





3. 35 





eRe ar Serre , . 3. 35 
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REVOLUTIONARY CHANGES IN USE OF TARIFFS AND OTHER Fore! 
PRADE REGULATIONS. 1789-1030 1934-54 










AND 


















ig-esfablished American policy of tariffs 














dutie | evenus 2) regulation of foreign trade, and (3) pi 
Lectiol f dome labor ndustry and agriculture has, during the past 2U year 
Ll duced revolutionary changes in ail of our foreign ecohowlile al 












1954 (which was added to the Tat 


mjuete abandonment of provisions of section & 
Lhe Control over t 





lifs and trade regi 


ecu e departments (without Constilutional 















tarill rates, classi 


vl govern 


I Lt our bhational a hority to these foreign powers with on 






foreign 






















‘7-18 and then of GATT, as an internationa 
ie Senate wouid approve ITO as a treaty 


Vil 





dis 


eCconol 


pletely 














coltrary to pro 


listribution in direct co with 


Lie | 






and Classilications and 


ich a@ Way as to regulate rates and quantities of 











Liol in tiie Case Of export 


thus destroying import competi 








BOVeTnInNg Countries, Com 
























i ia Li Port al Kort trad 
) To require iva pproval the case of export transactions for the 
pur] vl ny iuine, Geslinulion COUT lua Collectio, or expropria 
i Ci ny proceeds al 1h lied utes. (Specic licelises are issued foul 

t i sp stutlus Wich ive iCePrlain OF sporadic racibg. ) 

) 40 prescribe arbitrary Haaution of Cachilze rates (ollicial exchange pari 
Lit Cnel ho iohger reflect actual Values and therefore prices). Virtually 
i loreigz tries bay indergone Varying degrees of inflation since ivydv, 
i e ieveis ive rise ll el irreg fashion fioln 10 to 200 percent or more. 
i ere ( inge es are sel up Tor imports and for exports, different Ciasses 
citie ad other uses ot ¢ luce Mbeimlive Values Of most Currencies 










MONETARY FUND 















ember 19, 1953, the Managing Director and Chairman of the Board of 
I. vecutive Directors of the lnteruatioual 





Monetary Fund filed a statement with 
the boreagu Weoonoimic Policy Comission in whi 





ii he said that “the fund is an 
ational orgunization whose Mai purpose is Cooperation in the 


h 
puyments and eachange problems At present 55 countries 





SOLULION Ol 
“are mewbers of the 
fund ihe purposes, powers, and scope of Operations of the tund 







ure set out 
in articies of axreement Lnited States membership was authorized by the 
Bretton Woods Agreemeiuts Act of 1945 


Cupy of the complete statement by the Managing Director of the International! 
Monetury Fund to the Foreign Heonomic Poiicy ¢ 






omission appears in the 
Intemational Financial News Survey issue of December 4, 1953. che Managing 
Director stressed the fact that the first task of the fund is to restore international 
Lulance ihe 










second big task of the fund is to help its members in establishing 
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STOCKPILING STRATEGIC AND 













currencies 





onvertibility of their The third big task of the fund is t 
mize the international impact of business fluctuations 

















EXCHANGE RATES IN CHILE, 1938 












e manipulation of currency exchange rates in different foreign countries 

es greatly. The Fourth Annual Report of the International Monetary Fund 
with exchange restrictions during the year 1953; it is a vol 

s. To reproduce all of the major changes in exchange restrictions only 


iv ond 






me of 645 





the year 1953 is therefore a volume of such proportions that it is 


of this brief summary to cover even the current changes which are 











the story of operations since passage 








ig place—without attempting to 
e Trade Agreements Act, June 12, 1934, or since establishment of the Inter 
nal Monetary Fund in 1945. It seems desirable, therefore, to select one 
re typical experiences of individual foreign countries as an illustration 
he confusion which has been developed in the foreign trade situation under 
cies now pursued by the fund, GATT, and other agencies arising from the 
age of the trade agreements amendment 

ile‘has had both multiple buying and multiple selling rates continually 


the late 1950's. On the export side the system was at first limited to 

















ition of the large foreign-owned companies, primarily the copper and nitrate 
anies, and to the encouragement of gold mining Throughout the |} 


he system the rates for these commodities have been those that were n t 







rgent from the general pattern of rates, the large mining Companies’ prod 













on the low side and the products of gold mines on the high side 
he copper and nitrate companies were required to purchase pes for ope 
g expenses within Chile at a penalty rate. Beginning in 1934, this rate 
19.37 pesos per dollar. While nominally the rate of 19.37 pesos to the 
lar is still in effect for this purpose, the rate has gradually lost its economi 
ficance. As the system of Chilean exchange rates moved furthe 









er away from the 19.57 rate, it became necessary to deter e by negot 

hn, separating for copper and nitrate the portions of local currency requir 
ts that the companies would require to meet any purchases at this rate 

hor a number of years the nitrate companies have not received 19.37 pesos for 






arger number of pesos that could be formally expressed as a “weighted 
e” of the 19.27 rate, and the much higher free rate, and more recently 
has been the case with copper companies also. TI »rate which was 
ied from vear to Year, presumably reflects the agreed tax to be levied in 























this 






(There is a tax per ton of copper exported, and income tax, both payable 


‘rs into 





dollars and separately negotiated each year, the 19.37 rate which ente 


calculation of dollars to be paid under only one the three headings, has 









Separate meaning. ) 
From the base rate of 19.37 pesos per dollar, beginnir 
rt rate rate finally reached 127.30 pesos per United States doll 





the principal 


ir in Septe 









r 1952. Other import rates ranged between 31.10 and 60.10 pesos per United 
States dollar But these niultiple rates had been adjusted upward to 110.00 

os per dollar by July 1953. 
suying rates in connection with export operations ranged as widely as selling 
ites above referred to. By September 1952, they thad reached 127.50 pesos per 
“| between 49.85 and 











United States dollar in the case of major items, but ra 


3.65 during 1952 and nominally fluctuated between 60 and 100 since January of 





1953 
But exchange rates are not limited to selling rates and buying rates. There 





ire separate exchange rates nnder the general heading “free” rates which repre 
sent pesos per equivalent of one United States dollar at official cross rates. 
These quotations appear in terms of United States dollars, pounds sterling, 
and gold. The fluctuations n the case of free rates have been even more violent 
than in the case of principal import or export rates. Thus by September 1952, 
the free rate on September 30 was 144.20 pesos per equivalent one United States 
dollar. During 1953 even more violent fluctuations have been recorded. 

Multiplicity of rates on the import side first hecame important in 1958, following 
soon after the passage of the Trade Agreements Act in the United States. The 
official rate of 19.37 pesos per dollar was changed to 25 pesos in certain cases. 
In 1938 the rate was stabilized at 31 pesos. 

Economic multiple rates on the export side did not arise until after the war. 


rese in 1947 from the so-called compensation system in which exporters 
e 
of 








They 
of specified products were permitted to sell their proceeds to importers 
specified or otherwise prohibited goods, at whatever rate could be agreed be 
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tween them. From that point, which was soon after the establishment of th, 
International Monetary Fund, the fluctuations and uncertainties have been eye; 


more chaotic : 
In addition to the complexities inherent in the use of so many buying and selling “ 
rates, the Chilean system has also been made complex by the use of many types = 
of multiple currency practices at different times and by the retention of parts aa 
of some of these systems after the adoption of a new system. The princi; ; 
system has been to use several fixed buying and selling rates, the levels of which . 
and the commodities to which each would apply being determined as of the 3 
first of the year as a part of the exchange budget for the year. During the a 
year, however confusion and mixing have been the rule until something lik 
chaos has been the result 7 
The International Monetary Fund in its report for 1953 summarizes the con - 
fused situation in Chile in the following language: _ 
“Origin and essential features.—Exchange control was introduced in Chile = 
19831 and has since undergone a number of changes. The last major revisior 
took place on November 21, 1950, when a new exchange control law codified the be 
system and made certain administrative changes. Payments and receipts of we 
exchange for nontrade transactions were permitted freely through the fre 
market, although payments by commercial enterprises continued to be subject ar 
to license. Provision was made for a transfer guarantee to be extended to up 
registered foreign capital re 
“The main features of the restrictive system, at present, are multiple exchange in 
rates on both the buying and selling side, two legal ‘free’ markets, where N 
exchange rates fluctuate, and quantitative restrictions on imports. In addition be 
special compensation arrangements are in effect between gold and wine exports ae 
on the one hand, and luxury imports on the other. 
“Exports are subject to license, except exports of copper, iron, iodine, and 
nitrates. Export proceeds must be surrendered, with certain exceptions. € 
Haechange rate system.—The par value is Chilean pesos 31 US$1. For a 
export of goods and services there are 5 fixed official rates, 2 free market rates, 3 h 
effective rates obtained by a “mixing” procedure, and 2 rates resulting from con a 
pensation arrangements for exports of wine and newly mined gold. For imports r 
of goods and services there are 4 fixed official rates, plus the 2 free market rates 
and the 2 rates resulting from compensation arrangements mentioned above : 
Each of these rates applies to a specified category of goods and services (see I 
table of exchange rates, below). 


“Administration of control.—The exchange control system is operated by the 
National Foreign Trade Council, which is an autonomous public agency. The 
Council grants export and import licenses, and it must be consulted by the 
banks before they sell exchange to licensed importers. All exchange transactions 
except those made on the “nonbanking free market,” * are carried out through the 
Banco Central de Chile or the authorized banks. 

“Prescription of currency.—Payments for transactions with Brazil, Ecuado: 
France, the Federal Republic of Germany, Spain, and the United Kingdom must 
be made according to the method and in the currency established in the regu 
lations which give effect to the terms of the payments and compensation agree 
ments with the respective countries. This applies also to the payments under 
special arrangements entered into by the Nitrate and Iodine Sales Corp. (a 
public agency) for exports of nitrate and iodine to Belgium, Denmark, Italy 
Netherlands, Portugal, Spain, and Sweden. 
be paid for in United States dollars. 

“Imports and import payments,—All imports are subject to license. The im 
portance of certain luxury goods and of goods of a type domestically produced is 
prohibited Licenses are granted to established importers up to the limit of 
their individual quotas, which are fixed on the basis of an exchange budget pre 
pared by the National Foreign Trade Council. For listed luxury goods which 
are allowed to be imported, import licenses are granted up to the limit of the 
exchange receipts from exports of wine and newly mined domestic gold. Ex- 
change quotas are fixed on the basis of the availabilities of the various types 
of exchange and, particularly, on the basis of trade and payments agreements. 

“Payments for licensed imports must be approved by the National Foreign 
Trade Council. Payments for import transactions with payments agreement 
countries must be made in the currencies nd according to the methods laid down 
in the exchange control regulations (see section on prescription of currency, 
above) 

“Payments for invisibles—Payments abroad at fixed rates in respect of in- 
visibles require a license; other payments may be made through one of the free 
markets according to the nature of the transaction. 


Exports of copper and iron must 
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“Barports and export proceeds.—With the exception of copper, iron, nitrate, 
and iodine, exports require a license. The exportation of certain specified com- 
modities is prohibited by the Government. For exports of agricultural products, 
the Institute of Agricultural Economy has issued specific regulations that must 
be followed by the National Foreign Trade Council, which grants the export 

‘enses, 

“Export proceeds must be surrendered to the Government at the exchange 
rate established for each transaction. Foreign exchange deriving from exports 
of copper and iron by foreign-owned mining companies must be surrendered at 
the rate of P19.37 per US$1 up to an amount equivalent to the legal cost of 
production, which is fixed quarterly. All other exchange proceeds from exports 
must be surrendered entirely. The proceeds of exports of wine and newly mined 
domestic gold may be used for the importation of designated luxury goods. 

“Proceeds from invisibles.—Part of the exchange receipts from invisibles may 
be sold in a fluctuating free market. Other receipts from invisibles are dealt 
with at the various fixed rates. 

“Capital—Large mining companies (copper, iron, nitrates, and iodine) may 
freely remit interest, dividends, and amortization payments on invested capital 
up to the amount of their exchange receipts that they are not required to sur- 
render or use to pay local taxes. Remittances by other foreign companies of 
interest, dividends, and amortization payments on investments made after 
November 21, 1950, and duly registered according to the established rules, may 
be made through a free market. In certain cases, however, the Council may 
establish special conditions for these remittances. 

“Transfer abroad of domestic capital may be made through the free market. 

“Exchange receipts on account of capital may be sold in the free market. The 
exchange representing foreign capital newly introduced into the country may be 
sold in the same market. Copper and iron companies may sell such exchange, 
however, at the rate of 60 pesos per US$1. In order to remit abroad income 
and amortization payments on the capital in question, the capital must be 
registered in accordance with the regulations.” 

The above brief review of the chaotic currency and exchange situation in Chile 
during the 20 years since passage of the Trade Agreements Act of 1934 is at 
best only fragmentary, since as already noted, it would require a volume merely 
to record the more important fluctuations in this one country. 






* Table of exchange rates as of Dec. 31, 1952: Chile 





[Pesos per United States dollar] 


Selling 





Buying 











1937: Sales of exchange by the large mining companies 
(copper and iron) to cover legal cost of production; 
sale of approximately 2 percent of the proceeds of 
exports of nitrate and iodine. 

31.00: Liquidation of certain insurance and Govern- 
ment receipts. 


31.10: Imports of drugs, sugar, newsprint, tallow, 
and certain Government imports. Certain 
invisible foreign-trade items. 

43.00: Certain invisible foreign-trade items ; 43.10: Imports of raw cotton and a few other articles. 

49.85 (35 percent at P31 and 65 percent at P60): Ex- 
ports of untanned hides, skins, and wool 

50.00: Exports of nitrate and iodine (1st half 1952)_.__| 50.10: Imports of wheat, rice, gasoline, ships, etc. 

Certain invisible foreign-trade items 


60.00: Exports of certain agricultural products | 60.10: General import rate, including crude oil, tea, 
(barley, kidney beans, soapbark, timber) and of yerba maté, paraffin, antibiotics, kerosene, 
copper and bronze seraps. Sales of exchange by rubber, jute, cellulose, industrial and agricultural 
large mining companies (copper and iron) to cover machinery, ete. 
local currency expenses for new investments in the 
country. Exports of nitrate and iodine (2d half 
1952). 

71.60 (80 percent at P60 and 20 percent at free market 
rate): Exports of beans. 

89.00 (50 percent at P60 and 50 percent at free market 
rate): Exports of lentils. 

118.00 (banking free market rate): Medium and small | 118.00 (banking free market rate): Machines, andl 
mining, agricultural and industrial exports, crude tools, chemical products, ete. Profits and divi-l 
petroleum, and private capital dends of foreign capital 

128.50 (nonbanking free market rate): Travel receipts 128.50 (nonbanking free market 
penses 

138.00 (banking free market rate plus P20 per US$1): 
Certain specified luxury imports 

Certain specified luxury 


rate): Travel ex- 


138.00 (banking free market rate plus P20 per US$1) 
Wine exports. 
155.00 (fluctuating rate): Exports of newly mined gold_| 155.00 (fluctuating rate 
imports 
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CHANGES DURING 1952 









March 29: The pegging of the “banking free market rate” at P90 per US$1 
was discontinued 





\pril 24: New imports of commodities listed in group A.1 (imports quantita 
tively uncontrolled at freee market rates) were suspended Imports of com 












, 


odities listed in group A.2 (imports quantitatively uncontrolled at fixed rates) 

were transferred to group B.2 (imports quantitatively controlled at fixed rates) 
May 13: Sales of exchange receipts from exports of certain agricultural, 

chemical, and mineral products could be made at the free market rate. 

June 4: The importation of luxury articles was suspended. 

June 26: A list of prohibited imports was published. Exceptions were provided 
imports of products which the domestic industry could not supply in sufficent 

quantity and for products produced in Chile at a cost 50 percent higher than the 


price of similar foreign products. 













The International Monetary Fund publishes a volume of about 200 pages each 
onth in adiditon to the annual report of 344 pages from which the above 
quotation is taken. The above table of exchange rates illustrates the tremendous 
variations in both buying and selling as of December 81, 1952—ranging 
the | 







from 
ase of 19.37 pesos per United States dollar to 155.00 pesos per United States 


June 26: The National Foreign 





Trade Council was given discretional powers 
iuthorize the importation of prohibited goods in specified cases. 

July 26: The importation of luxury articles was again permitted. New lists 
ere published of articles which could be imported during the second half of 


1952 by using the proceeds from exports of wine and newly produced domestic 


















rOMS DuTIes or TARIFFS AND REGULATION OF TRADI 





WitH FOREIGN COUNTRIES 


here is no need to review the history of tariffs and foreign trade in detail 
extending back through the Colonial and Revolutionary period up to the time 
the adoption of the United States Constitution 








although this subject was one 
fectly tremendous importance to the colonial and early development of the 
United States. It will be enough here merely 
was made in article I of the Const 


te 







to record the fact that provision 
itution for the imposition of customs duties or 






ational Government, and the privilege of imposing* such tariffs 
was surrendered by the individual colonies or states. Furthermore, the Con 





made specific provision that customs duties or tariffs on exports were 
to be forbidden and that “all duties, imposts, and excises shall be uniform 
throughout the United State.” This does not mean that Congress does not have 
power to impose different tariff rates on commodities imported from different 
( ntries or parts of the world. It is important, however, to note that in fact 
the Congress never has, from the first day of the republic to the present moment, 
discriminated except in such special situations as the commercial reciprocal 
trade treaties with Cuba and the Philippine Islands. It should be clear to all 
students of this subject, that the use of the word “reciprocal” during the period 
1234 to present has been a distortion used by political groups probably intended 
in most cases to deceive the public rather than to properly or correctly describe 

de agreements entered into under the so-called Trade Agreements Act of June 
12, 1934, which was an amendment to the Tariff Act of 1930. 

From the very beginning, 





















t 








however, the Congress has classified commodities 
ariety of ways so that in fact there have been developed perhaps as many 
00CO rates of duties or items on the free lists by definition or classification of 
imports by size, weight, price, and other characteristics. As a result of these 
classifications and the imposition of specific rates of duty in some cases, ad 
valorem rates in others and compound or mixed rates in others, the actual rate 
of duty on the estimated 5,000 different commodity descriptions has, during the 
period since the adoption of the Constitution, ranged between zero or the free 
list and 100 percent, or even more. Some of the very high rates of duty, however, 
been been the indirect result of price fluctuations in foreign markets. As good an 
illustration as any is the case where the rate of duty on raw sugar was placed at 
1.24 cents per pound for sugar about 50 sugar degrees, and not above 75 sugar 
degrees, in the act of 1922, with additional duties for 
degrees and 96 degrees of purity. 
















raw sugar between 75 
In practical terms, this meant that the tariff 
was about 1.76 cents per pound for raw sugar in actual application. If, in fact, 
the price of sugar at that time was 17.6 cents per pound, it will be seen that the 
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rate of duty was about 10 percent. Actually, raw sugar, f. o. b., Cuba, went as 
high as 23 cents per pound, so that the rate of duty was actually considerably less 
than 10 percent. But between 1922 and 1932 the price of sugar went down below 
1.76 cents per pound, so that even though the legal rate of duty changed but little 
so far as the Tariff Acts were concerned, the same duty was equivalent to 100 
percent. And when the price of sugar fell substantially below 1.76 cents per 
pound during the worldwide depression (1930-34), the rate of duty was calcu- 
lated at very considerably higher than 100 percent. As noted above, this was 
entirely due to the fluctuation in price of sugar in the foreign market, and was 
not due to changes in the rate of duty by act of Congress. 

It is interesting to note that the first act passed by the first session of the First 
Congress which convened March 4, 1789, was a revenue act which in fact was a 
tariff act imposing customs duties or tariffs upon all imports into the United 
States, with the exception of monetary metals. This first act, therefore, was an 
act to regulate the foreign commerce of the United States. 

Literally dozens, if not 100 or more tariff acts, were passed between this first 
law (signed by President Washington on July 4, 1789) and the Tariff Act of 1930, 
which was the last general act passed by Congress. In other words, during the 
approximately 140 years of our national existence preceding 1930, there never 
was a time that we did not have a tariff act on the statute books. A some time 
tariffs placed special emphasis upon revenue. At other times special emphasis 
was placed upon the regulation of foreign trade, but from the first day of our 
national existence it may be said that all tariffs have had in mind the national 
defense or security and protection to American producers of farm, fish, forest 
and mineral products, and manufactures therefrom. At all times the emphasis 
has been placed upon protection of American labor including those employed on 
farms, in mines and factories. 

The important point to stress is that throughout the entire history of this 
republic, foreign trade has been regulated by act of Congress and that the princi- 
pal instrumentality has been found in Tariff Acts. It is true that during this long 
period Congress has seen fit on many occasions to place the amount of tariff at 
zero—in other words, with the development of the free-list system—but no com 
modity has been automatically placed on the free list. It is interesting to note 
that the free list was first introduced in a very small way in 1821. It got as high 
as 50 percent of all imports in 1841. But again, the free list had been reduced to 
only 4.7 percent in 1870. This was because of the need for revenue during the 
period of the War Between the States. Again, by 1894, the free list had reached 
almost 60 percent. It has continued at a very high level since that date, and in 
1918 the free list reached 75.7 percent. During the last 25 or 30 years the free 
list has generally ranged between 50 and 70 percent. In 1944 the free list repre- 
sented 69.8 percent of all imports and in 1952 the free list accounted for 58.2 
percent. 

Attached to this memorandum is a list of imports into the United States extend- 
ing from 1790, when the first act was passed, for each year down to and including 
1952. This table shows the division between free and dutiable imports and 
amount of duty collected as well as average ad valorem rates of duty, first, on 
dutiable commodities, and second, on all commodities imported. 

In the table to which reference is made, it is significant that largely on account 
of fluctuating prices of imports the average rate of duty ranged, during a single 
tariff act, from as high as 59.1 percent in 1932 when reference is made only to 
dutiable imports, to as low as 12.8 percent in 1952. When the rate of duty is 
calculated on the basis of all imports, the average rate ranged between 19.8 
percent in 1933 to only 5.8 percent in 1952. (Indeed, if the rate of duty were 
hased upon value of imports, ¢. i. f., the actual rate has been reduced from about 
20 percent in 1932-33 to about 5 percent at the present time.) 

It must be made perfectly clear that while the average rate of duty under the 
Tariff Act of 1980 crept up from 13.48 percent in 1929 to 19.80 percent in 1933, an 
increase of 6.32 percentage points or about 50 percent, this was entirely due to 
the collapse in prices of commodities imported. It was not due either to any 
important change in percent of commodities on the free list, or to any important 
change in the rate of duty specified by act of Congress. The index number of 
prices of all imports fell from 183 in 1926 to 77 in 1933, or in direct ratio to the 
increase in apparent rate of duty (about 50 percent) (1936-37-38=100). 

If we base the average rate of duty on only dutiable items, then the average 
went up from 40.1 percent in 1929 to 59.1 in 1932, which again was an increase 
of 19 percentage points, or almost exactly 50 percent—which again was directly 
traceable to the collapse in the price structure. It is significant that the percent 
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of goods entered free of duty was 66.4 percent in 1929, and 66.6 percent in 1932. 

In other words, this apparent 50-percent increase in rate of duty was due entirely 

to the collapse in the price structure and was not due to either a change in the 
free list in the Tariff Act of 1930 or any important change in the rates of duty 
prescribed by Congress. 

This phenomenon is equally apparent during the 20 years since the passage 
of the Trade Agreements Act of 1934. While it is true that the average rate 
of duty, based upon all imports, has declined from 19.8 percent in 1933 to only 
5.3 percent in 1952, a very large part of this decrease should not be attributed 
to the development of the trade-agreements program during the 20 years (June 
12, 1984—June 12, 1954). The proportion of imports free of duty has remained 
almost constant during that 20-year period (60.6 percent in 1934 and 58.2 percent 
in 1952). While it is true that several thousand rates of duty have been changed 
along with changes in classifications of commodities during the 20-year period, it 
is highly significant that the price index of imported commodities has gone up 
from 77 percent in 1933 to 305 percent in 1951 (1956-37-88=—100). In other 
words, the price index for all imported commodities is almost exactly four times 
as high in 1951 as it was in 1933. This explains in large measure. the relative 
changes which have taken place in what is called the average rate of duty. Just 
why the State Department, Treasury Department, Commerce Department, and 
others who have been in charge of the trade agreements program during this 
20-year period have failed to systemmatically call attention to this significant 
feature is difficult to explain. 

It should be further noted at this point that, of course, the price index of all 
imported commodities represents foreign price levels and may differ substan- 
tially from wholesale price levels for all commodities in the United States, and 
yet, even if we use the wholesale price index as our guide, the price level in 
the United States has gone up from an index of 80.5 in 1933 to 220.2 in 1951. This 
is an increase of almost exactly 140 percentage points and in large measure 
represents price inflation due on the one side to manipulation in the exchange 
value of gold contrasted with currency and on the other side to the price infla- 
tionary movement resulting from World War II and the Korean episode. 

At this point it seems particularly pertinent (in view of the failure of all 
important Government agencies to correlate the different price movements with 
the changes in rates of duty) to submit for the record a very brief historical 
sketch of the tariff changes which have taken place in the United States since 
passage of the first Tariff Act in 1789. Material for this brief tariff history 
was supplied by present witness for use of the American Tariff League. Its 
inclusion at this point will serve to illustrate the thorough economic research 
which has been carried on by the Tariff League during this 20-year period. This 
brief tariff history, combined with the report made to the Ways and Means Com- 
mittee of the House of Representatives in 1945 and published in the proceedings 
of that committee and in turn correlated with the recent circular (publication 
No. 133, by the American Tariff League, on the subject “How Low Are U. 8. 
Tariffs?’), is by far the most comprehensive analysis of this subject which has 
been prepared and should serve as a challenge to such Government agencies as 

the Treasury Department, Commerce Department, and the State Department. 

Referring briefly to data presented in Circular No. 133, which should be repro- 
duced as a part of this exhibit, it is highly significant that, whereas the average 
rate of duty for the United States in 1937 (immediately following passage of 
the Trade Agreements Act) was 15.8 percent when based upon total imports, both 
free and dutiable, the average rate in 1951, after converting foreign prices to 
c. i. f. bases, was 5.1 percent. In other words, the average rate of duty for the 
United States has decreased 68 percent when comparison is made between the 
detailed studies made in 1937 and in 1951. If we use the average rate of duty 
which prevailed in 1933, just preceding passage of the Trade Agreements Act, of 
19.8 percent, then it appears that the average rate of duty has actually decreased 
almost exactly 75 percent, rather than the 68 percent frequently referred to. 


TABLE D 
AMERICAN TARIFF LEAGUE PROGRAM FOR 1954 


Be it resolved by the American Tariff League, Inc., at its annual meeting, 
October 21, 1953, That the following statements of position shall constitute the 
basis for its educational program and legislative and administrative recom- 
mendations for 1954: 
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1. To maintain national security and defense, maximui employment, economic 
trength, and diversity of production in the United States, continued regulation of 
ts foreign trade is necessary. The tariff is universally admitted to be the fair- 

est, most equitable and most liberal method of trade regulation and should be 
ivored over other methods where applicable. 

2. Whenever administration of the tariff prevents it from acting effectively or 
promptly enough to safeguard fair American demestic conditions as between 
American and foreign producers of like commodities, the United States must 
perforce resort to quotas and other forms of regulation until proper tariffs 
an be determined and applied. 

3. The antidumping and countervailing duty provisions must be rigorously 


». 


enforced and strengthened to prevent circumvention of our tariff and customs 


laws. 

4. Whenever a commodity, such as agricultural product, becomes subject to 
Government regulation or support as to production, price, distribution, storage 
and the like, rates of tariff should be adjusted, whenever necessary, so that 
regulation or support programs are effective. Whenever adjustment of tariff 
rates is inadequate for this purpose, recourse should be had to other methods 
such as fees, quotas, or special legislative regulations. 

5. The United States policy of generalizing rates of duty, negotiated in trade 
agreements, to the products of countries other than those negotiating with us, 
is undesirable inasmuch as it lessens the incentive of foreign countries to grant 
us reciprocal concessions, and discriminates against nations with the highest 
wage standards. 

6. The executive trade agreement method of setting rates of duty as practiced 
under the Trades Agreements Act of 1934, as amended and extended, should be 
abandoned. The United States should give notice of termination of its obliga- 
tions under the existing trade agreements, but should keep in effect by law the 
existing emergency procedures, and the rates of duty contained in such agree- 
ments until changed under procedures recommended in paragraph 7. 

7. Congress should direct the United States Tariff Commission to review the 
rates of duty, definitions and classification of commodities, and from time to 
time to recommend to Congress, for its piecemeal consideration, such changes 
in rates of duty, definitions and classification as the Commission deems advisable. 

8. The General Agreement on Tariffs and Trade, which is in provisional appli- 
cation, should, as an organization, with sanctions over member countries, be dis- 
solved and in its stead the appropriate Untied Nations agency should gather 
and publish information and uniform statistics on the international trade of 
all countries. That agency should invite representatives of all nations to meet 
from time to time to review international trade practices, to recommend changes 
and improvements, and to hear reports from countries as to their compliance 
with previous recommendations. 

9. To permit accurate analysis of the commercial elements in our published 
statistics on the flow of goods under our import and export trade, all noncom- 
mercial items, such as military aid and goods shipped under economic aid, should 
be segregated and identified as such. 

10. The United States Tariff Commission must be. adequately financed, 
strengthened, and upheld as an independent agency, so that it may perform 
efficiently and promptly the functions vested in it by Congress, to which it alone 
is answerable. 


(Whereupon the hearing was adjourned, subject to the call of the 
Chair. ) 
























































STOCKPILE AND ACCESSIBILITY OF STRATEGIC AND 
CRITICAL MATERIALS TO THE UNITED STATES IN 
TIME OF WAR 








FRIDAY, MARCH 5, 1954 


Unrrep STatres SENATE, 
SUBCOMMITTEE ON MINERALS, 
MATERIALS, AND Furts EcoNOMICS OF THE 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washinaton. D. ¢ 

The subcommittee met at 10:45 a. m., pursuant to call, in room 224, 
Senate Office Building, Senator George W. Malone (chairman of the 
subcommittee), presiding. 

Present: Senator George W. Malone, Nevada. 

Present also: Jerome S. Alderman, counsel to the subcommittee, 
and George B. Holderer, subcommittee engineer. 

Senator Matonr. The subcommittee will be in order. 

This morning we have Mr. Arthur B. Parsons, mining engineer and 
inineral economist and tax consultant. 

Mr. Parsons, I think you already understand the objectives of this 
committee that is working under Senate Resolution 143 to determine 
the availability of critical materials; and there are about 75 to 80 of 
these materials that vary from time to time as the critical list of 
st rategic materials varies out of the War Department. They are vital 
to this Nation in time of war, and also for our expanding economy 
and for our security. 

This is the first time that any committee has tried to make a deter- 
mination of the availability of these materials in time of war. That 
puts an added responsibility on the committee to determine the trans- 
portation lines th: 3 can be kept open in time of all-out war, a fourth 
world war, I call it, because somebody called the Korean slaails a 
police action. But pos you kill or maim a couple of hundred thou- 
sand boys, if it is not war, it will do until one comes along. 

I call it world war No. III. The next one will be No. 4 and will 
be fought, aecording to experts, in an entirely different way than we 
have been fighting wars, with mass armies and fleets and all that regu- 
lar business. This time the submarines and atomic weapons will be 
destroying ports. We have testimony from General Wedemeyer, 
Major de Seversky, who occupies in aviation now about the same oo 
tion as Billy Mitchell did after World War I, when he would have 
been court-martialed for saying that a plane could whip a warship. 

There is also a General Johnson, who is under Mr. Thomas, one of the 
chief assistants to Mr. Wilson, director of national defense. They 
agree that the Western Hemisphere will be the principal source of 
supply for such critical materials in world war IV, and that getting 
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anything across a major ocean after conflict starts is very problemati 
cal. Within hours there would be no shipments of manganese out of 
India, no shipments of anything out of any of the Europe: in countries, 
and we could not even feed or protect a foot army in any of those 
nations, 

If all of that is true, or even if it approaches the truth, then it is 
necessary to increase our supply of strategic and critical minerals and 
materials in this Nation to a maximum economic production, and to 
complete the picture, we include the Western Hemisphere. 

We have ample testimony from engineers, private engineers, and 
producers, and the Bureau of Mines engineers. The summation of 
their testimony, I believe, will show that with a 2- to 4-year sensible 
program in the Western Hemisphere we can become self-sufficient 
in the production of all such materials we need to fight a war or live 
in peace, 

Well, we have on that subject, quite a considerable amount of testi- 
mony. It seems to add up that what we have to do is to protect the 
workingmen and investors in this country as we have, mostly, for 
75 years, with the exception of the last couple of decades, by having 
something—the Constitution calls it a duty, imposts, or excise—and 
we call them tariffs and import fees. These should make up roughly 
the difference between the labor and taxes paid in this country and 
in a chief competitive nation. It should be flexible and on the basis 
of fair and reasonable competition. 

We have men that have testified directly on that point, men like 
Governor Kennon, of Louisiana, whose oil production is being re- 
tarded on account of imports. He has said, in his final summation, 
that he believes that, since we pay the high wages and taxes in this 
country to support our great markets (practically the only markets 
in the world where you can sell anything for cash and get the money) ; 
that when imports come from other nations where they have low 
wages and low taxes and low living standards, that they should pay 
something into the Treasury that would amount to practically the 
difference in the labor and the tax cost. When they do that, they 
could enter and take a part of our markets. That is, on the same basis 
as our own producers. 

We have called you, Mr. Parsons, because your reputation has pre- 
ceded you as a tax consultant; and taxation is about the only field 
that I, as chairman, do not feel has been adequately covered. 

We know that some nations make certain tax concessions to make 
domestic producers competitive with other nations. 

You see, we have two objectives in this hearing. First and fore- 
most, of course, is our self-preservation, our national defense. If 
we can protect the Western Hemisphere, then materials coming any- 
where within reason, from North or South America, would probably 
be fairly safe. Our own economic structure, to be supported, and our 

standard of living, is a very important factor. In other words, if our 
economy breaks down, perhaps it would be impossible to defend our- 
selves adequately, and we certainly could not defend anybody else. 

So we have called you to tell us in your judgment how we might 
increase our own national production, that is, to maintain our own 
national production. We have been falling off in many of these 
strategic and critical minerals and materials to an alarming degree. 
We have been losing that business to foreign nations. 
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Also, what could be done, taxwise, to assist in such production. 
Mr. Parsons, I note that you have a witten statement. You may 
either read your written statement or submit it for the record and 
omment on it in any way you see fit. 
Mr. Parsons. Mr. Chairman—— 
Senator Martone. Identify yourself for the record, first, 


STATEMENT OF ARTHUR B. PARSONS, MINING ENGINEER, MINERAL 
ECONOMIST, AND TAX CONSULTANT, OAKLAND, CALIF. 








if you will. 















Mr. Parsons. My name is Arthur B. Parsons. I am a mining 
engineer, mineral economist, and tax consultant, residing in Oak- 
land, Calif. 

Senator Matone. Give us a little of your background, if you will, 
for the benefit of the committee. 

Mr. Parsons. For the first 10 years of my professional life, I was 

\ practicing mining engineer in the United States; and I spent a 
year or more in Burma. 

Senator Matonre. Where? 

Mr. Parsons. Burma. 

Senator Martone. Burma is where we secured quite a lot of mate- 
rials, including tungsten, did we not? 

Mr. Parsons. Lead, zinc, and oil, as well as tungsten. 

I then became associate editor of the Mining and Scientific Press, 
and after the Press was sold, I went to New York as an associate 
editor for the Engineering and Mining Journal, where I was market 
editor during most of the next 6 years 

I was president of the Minerals Research C orp. in New York; and 
then became, first, assistant secretary and then in 1931, secretary of 
the American Institute of Mining and Metallurgical Engineers. 

In 1949 I retired to Oakland, Calif., after 19 years with the AIME. 

Senator Martone. Where did I first meet you ? 

Mr. Parsons. Probably Reno, Nev., Senator. I don’t know. 

Senator Martone. Your name is very familiar to me, and your 
record now, as you recite it, I remember in our industrial survey of 
th 11 Western States and Hawaii and Alaska and the Philippines. 
I had correspondence with you, I am certain, as either secretary of 
the AIME or in some other official capacity. 

Mr. Parsons. That may very well be. I don’t recall it right now, 
Senator. 

I might say this, that I fully agree with you that the adjustment 
of taxation is one of the really effective and available instruments 
with which the Federal Government can accomplish the objectives 
that you have outlined in your remarks. This statement that I have 
will take about 30 minutes to read, but it might save time if I under- 
took to read it. 

Senator Martone. I think it would be a very orderly way for you 
to present your comments. 

Mr. Parsons. And thereafter you can ask me questions? 

Senator Martone. Yes. 

Mr. Parsons. Continuing then, during 1949 and the first half of 
1950 I spent a major part of my time as consultant to the United States 
Bureau of Mines, making a study of the impact of taxation, local, 
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State, and Federal, on the mining industry 


having industrial uses. 





except incidentally. 

Senator Martone. These are four members besides myself, and yor 
know how these committees are conducted. These men, like Senator 
Milliken, have other committees of which they are chairmen, and Sena 
tor Clements of Kentucky has other business. Would you just des 
cribe the metaliferous ores, the group that occurs there, the group 
in the metaliferous category ? 
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AL METALS 





Mr. ee We start with iron—the source of steel. While not 
classed as “strategic” it is vitally important. Then come the major 
nonferrous metals, including copper, lead, zinc, aluminum, and mag 
nesium; the minor nonferrous metals, including tin. titanium, mer- 
cury, platinum, cadmium, bismuth, and antimony; and the ferro-alloy 
metals, including nickel, manganese, chromium, tungsten, molybde 
num, vanadium, cobalt, beryllium, columbium, and tantalum. All of 
these are officially listed as strategic and critical. 

Senator Matonr. By the way, your testimony will be sent to you, 
that is, your cross-e ‘xamination part of the record especially, so that 
you can edit it for accuracy and completeness, so that you can complete 


any statement that you make here that is not satisfactory to yourself. 
Senator Matonr. Now would you name the nonmet: allics, 
erally. 
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Mr. Parsons. The nonmetallics come in a number of groups. Among 
those that are regarded as particularly critical are certain kinds of 
asbestos and mica, fluorspar, kyanite, quartz crystal, industrial dia- 
monds, cryolite, »nd graphite. Sulfur also is important. They are 
distinguished by the fact that instead of being ores that are smelted 
or otherwise trcated metallurgically to produce a metal, they are 
used in their original form or after physical processing of some kind. 
Shall I continue? 

Senator Martone. Yes. 

Mr. Parsons. At the time the study for the Bureau was made it 
was regarded as imperative that the Nation build up as much as prac- 
ticable its domestic sources of strategic and critical metals and min- 
erals so-called because of their indispensability in connection with na- 
tional security. The domestic mining industry was meeting keen 
competition from foreign sources where production costs, in general, 
were lower than those in the United States—often because of lower 
wages and lower taxes. 

Senator Matone. Is not that practically the basic reason ? 

Mr. Parsons. There is one other factor, and that is the quality of 
the ores. 

Senator Martone. You are an oldtimer. I can tell by looking at 
you that you have looked down a lot of shafts and crawled up and 
down the iadders as most of us have. You would bring your shifters 
and superintendents from a mining area already trained, perhaps life- 
long, in the production of that particular metal, and put them in 
charge of the mine, would you not? 




















































































































, Which is the business of 
finding and producing metaliferous ores and nonmetallic minerals 


The mineral fuels, oil and coal were not considered in this report, 
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Mr, Parsons. I might illustrate that by the fact that the big lead- 
zine-silver mine where I was in Burma was manned primarily at the 
top by people from Butte, Mont. 

Senator Martone. Of course. Who would be better? 

Mr. Parsons. That is right. 

Senator Matone. I spent some time in South Africa and got very 
well acquainted with the powers-that-be there. I was in the Senate. 
This was in 1948. I flew over the areas where you could see the out- 
lines of manganese deposits and chrome deposits. If I had been 20 
years younger, and not in the Senate, I would have perhaps gotten 
on the phone with people in this country that wanted manganese 
and chrome; and put in the best plants in the world with these shifters 
and superintendents from Nevada, Montana, California, and U tah, 
and worked that 40-cent a day labor—and had real low-cost produc- 
tion. Would not that be the way you would operate, if you were sent 
in there ¢ 

Mr. Parsons. That is the way I think you would do it, Senator, 
yes. 
Senator Martone. That is the way it is being done all over the world; 
and still many people here are so far behind the people who are 
pushing these foreign investments that they believe in some manner 
we would put in an old broken-down haywire mill, and use superin- 
tendents and shifters that did not know anything about it, and make 
high-cost production. 

So now, as a matter of practical effect, isn’t this a fact, that the 
difference in the production cost then is the difference in the labor 
cost, the difference in the taxes, and the water freight to this country 
of the shipped product. 

Mr. Parsons. I would say absolutely yes, on the assumption that 
the grades of ore are comparable. 

Senator Matone. Does not that vary all over the world? You just 
do not go to work and build your mill, unless the ore is sufficiently 
rich to meet what you are after. That applies to this country as 
well as the other countries. But what you are going to talk about 
now—we know what the wages are—you are going to talk about taxes. 
But I wanted to lay that foundation and see if you agreed with it, 
that you can tax yourself out of the market here. 
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Mr. Parsons. To continue the statement : 
In order to lessen the dependence of the United States on overseas 
supplies, as a measure of security, it was deemed desirable to reexamine 
the tax structure and its impact on the business of producing essential 
metals and minerals. It was believed that equitable revision of tax 
codes and administrative regulations would contribute largely to the 
maintenance of a healthy, vigorous, “going” domestic mining industry, 
including sustained and active exploration. 

Senator Martone. We call it going concern, and you call it going. 
It is all the same. 

Mr. Parsons. I have quotes outside of the “going.’ 

The tangible product of this work was a report containing 200 type- 
written pages of text and numerous charts and tables. I “submitted 
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it to the Director of the Bureau of Mines in July 1950. The two fol- 
lowing paragraphs in the preface are significant. 

The study is not a partisan presentation on behalf of taxpayers engaged in 
the mining industry. Full recognition is given to the obligation of the industry 
to contribute, through taxation, its just share of the cost of Government. The 
Study aims to present objectively and without bias, and in compact form, a body 
of signficant facts pertaining to present laws and procedures as they affect 
those presently engaged in the mining business, or those who might be attracted 
to the business. 

It is hoped that the results will be of real value to the public officials, including 
legislators and tax administrators, in the performance of their important and 
difficult duties; and that the material will be useful in the formulation of sound 
tax policies; policies that will (1) provide a favorable climate for prospecting, 
exploration, development, and production; (2) harmonize with the distinctive 
characteristics of the mineral-producing industry; and (3) be compatible with 
the obligation of Federal and State governments to promote the effective use of 
vital natural resources—all in the public interest. 

The Bureau made arrangements to publish an edition of 500 copies 
of the report for distribution among Government officials and inter- 
ested members of the public. However, before publication was ef- 
fected, the plan was vetoed by the then Secretary of the Interior, 
Oscar Chapman; and little or no use has been made of the material. 
In the course of my research preparatory to writing the report, I 
visited taxing officials in about a dozen of the States in which mining 
is important; consulted by correspondence with officials in another 
dozen States; and had numerous conferences with members of the Tax 
Advisory Staff of the Secretary of the Treasury, and with the staff 
of the Income Tax Unit of the Bureau of Internal Revenue. 

The report necessarily incorporates various proposals emanating 
from the mining industry for modification of tax codes and of admin- 
istrative rulings and practices. At the same time, when such pro- 
posals have been opposed by Government people either in legislative 
or administrative branches, the reasons for such oppositions are care- 
fully presented. The report avoids drawing conclusions or making 
recommendations on matters of a controversial nature. 

Senator Matone. Identify that report a little better for the benefit 
of the record, because we do intend to incorporate it in our record as 
an exhibit, and perhaps part, at least, and maybe all of it, will be 
printed, if you will arrange it so that it is up to date. 

Mr. Parsons. The title is “Taxation of Mining Enterprises, Fed- 
eral, State, and Local, a — to the United States Bureau of Mines.” 

It was made in June 1950, by A. B. Parsons, consulting engineer 
tothe Bureau. But as explained in the par: agraphs that I hs ave alre ady 
read, it has never been published, although it was intended to pub- 
lish te 

Senator Matone. Do you have any idea why the report was not 
published ¢ 

Mr. Parsons. Well, in my opinion the reason that publication was 
vetoed, after the Bureau of Mines had made every arrangement to 
publish it, was this: someone in the office of Secretary ‘Chapman 
got hold of it and he put thumbs down on publication. I have seen 
the letter that his staff wrote to Director Boyd of the Bureau, or to 
his publication man, I have forgotten which, giving the reason. The 

substance was that they thought it was colored somewhat in behalf 
of the industry without giving enough attention to the views of the 
Treasury Department. 
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Senator Matone. What you are trying to do is to give them a 
picture so that if they really wanted to produce minerals without 

subsidy, a direct payment of taxpayers’ money to the miner, you 
are telling them how to equalize the taxes with the foreign taxes, 
thereby providing an incentive for private investors to go into the 
business? Was that your objective? 

Mr. Parsons. My purpose was to analyze the impact of the tax 
structure on the mining industry and show where adjustments in 
that structure, in my opinion, would achieve what we all wanted 
including the Treasury people. We all agreed what we needed was 
a healthy, active, dynamic domestic mining industry. 

Senator Matone. And we had taxed ourselves out of the business 
n many cases, 

Mr. Parsons. Taxation certainly was one of the things that con- 
tributed to the slackening of development and exploration, and you 
must have exploration and development to have a healthy mining 
industry. 

Senator Mavone. And the inflation had helped that along, of 
course, with our prices having gone clear beyond any amount where 
such metals are priced in foreign countries. 

Mr. Parsons. I still believe that the material in this report would 
be extremely helpful to the people who are charged with the respon- 
sibility of making tax legislation, and administering it, both locally 
and in the Federal Government. 

Senator Martone. The guts of the whole thing is simply this: 
if we must produce these minerals and materials, then we must ex- 
plore the various factors that have put us out of business, and you 
have explored the tax field. 

Mr. Parsons. That is the purpose. 

Senator Mavone. As far as its objectivity is concerned, it is con- 
fined to the minerals, because you are asked to confine yourself to 
the minerals, is that not true? 

Mr. Parsons. That is true. 

Senator Martone. Now, in Resolution 143 the Senate puts its finger 
on the sore spot. If these generals who have testified here are cor- 
rect, then it is of no avail for us to have friendly relations with Eng- 
land to get tin from the Malayan States; it is of little avail to be 
friendly “with Belgium to get the uranium ore from the Belgian 
Congo and Africa; it avails us very little if we are friendly with 
France and trying to get nickel and chromite from New Caledonia, 
where I spent some time. I saw those mines out there during World 
War IT, in 1943, being on my way to the South Seas. 

It avails us little to be friendly with these nations, who have a 
claim for 100 or 150 years on these materials, if, as a matter of fact, 
neither the United States or the friendly nations, Belgium, France, 
or England, can reach the countries where the minerals are in time 
of war. Is that not true? 

Mr. Parsons. I think in time of war, we have to largely rule out 
everything that has to be carried in ships. 

Senator Matonr. We have absolute testimony that you cannot 
reach it. So your review of taxation simply shows us how we can 
secure many of those materials in the United States of America if 
we wanted to do what many other nations are now doing, to favor 
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the strategic and critical minerals and materials field through making 
certain tax concessions. Is that not just about the crux of the thing! 

Mr. Parsons. That describes my purpose very well. 
It would be pointless to aver that the mining industry does not 
seek what is called tax relief—just as do all other groups of tax 
payers. And, like many other groups, it can present arguments in 
support of the contention that readjustments in the tax structure, as 
it specifically affects the business of mining, wouid be in the overall 
public interest and promote the general welfare. 

Senator Martone. You would agree at that point that if we want to 
really increase the production of critical materials outside of the min 
ing industry, the same principle could be applied ¢ 

Mr. Parsons. Do you mean to materials other than minerals? 

Senator Matonr. That is true. 

Mr. Parsons. I should say so 

Senator Martone. That is our business, that is to say that is the 
business of the Senate and the House in their consideration. 

Mr. Parsons. Except this, Mr. Senator: There are certain features 
of the mineral industry that differentiate it from all other kinds of 
industries. Certain matters, that are pointed out in my report, make 
the problem of getting vegetable and animal raw materials different 
from getting mineral materials. That is one of the basic points that 
we Damar to bear in mind in this whole discussion. 

ane Matone. That istrue. It takes longer, generally speaking, 
and a different setup entirely to go into the mining business. How- 
ever, if it is necessary for us to produe e flaxseed, or oil, or some other 
material that we do not produce enough of; and the Senate or the 
House saw fit to make certain concessions that you may recommend 
for the mining industry, the principle might ap ply although the de- 
tails would be different ? 

Mr. Parsons. I think in general that is true, yes. 

Senator Matone. Go ahead. So that would be the problem of Con- 
gress, and this committee is only an agent of Congress. 

Mr. Parsons. Yes, sir. Acceptance is general of the following broad 
doctrine: “A sound tax structure shall avoid to the maximum feasible 
degree impositions that obstruct, retard or injure legitimate or useful 
industry or business.” This, of course, must be viewed in the light 
of the hard fact that revenues needed to provide law and order, health 
and safety, education, roads, and other public conveniences, and above 
all, national security can be obtained in no other way than by taxation. 
The rate of Government expenditure is perhaps too high; but that is 

a consideration outside the scope of this statement. 

Assuming that a given amount of money must be raised as tax reve- 
nue, the only way to reduce the levy on any segment of the tax-paying 
public is to increase the levy on some, or all, of the other segments. 
To determine statistically whether any industry or group is sustain- 
ing more than its equit: able share of the burden is extremely difficult. 

The following question is pertinent; is the tax burden sustained by 
taxpayers engaged in the business of mining greater or less than that 
sustained by taxpayers in any other homogenous group? For example, 
by landlords in cities; by urban homeowners; by farmers and stock- 
raisers; or by smal] merchants; or, to get into interprise usually con- 
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ucted by corporations, by manufacturing establishments; by heavy, 
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of onstruction ; by banking; by public utilities; or by department stores ¢ 
ot COMPARISON OF TAX BURDENS 

¥ 

a A procedure for making a comparison of the burden of taxation 
: imposed on two or more classes of taxpayers 1s to prepare for each 
l] in index, or ber estyse ratio” in the form of a fraction of which the 





numerator is the aggregate of taxes paid and the denominator is 
ome suitable measure of “taxable capacity.” The larger the result- 
ng fraction, the greater is the burden. E xperience with such proj- 
ects, however, has shown that it is difficult (1) to obtain and compile 
the necessary statistics, both for numerator and denominator; and 
2) to choose a satisfactory and appropriate denominator that will 











pply to two or more incongruous classes. 

In the absence of any accurate method to determine the relative 
burden on the mining industry and on other industries, legislative 
bodies upon which devolve the 1 responsibility for enacting tax laws, 
must resort to less tangible but still compelling considerations by 
which to judge the desirability—in the public interest—of lessening 
the overall tax burden of the mining industry. 

My report, dated June 1950, describes and analyzes at some length 
sundry unusual and unique characteristics of the mining business that 
differentiate it In some degree from other kinds of enterprise and 
hat have a significant bearing on the matter of taxation. 

Evidence indicates that many Government officials charged with 
the duty of formulating, enacting, and administering tax legislation 
are not fully aware of these characteristics; or are so preoccupied 
with other matters that they fail to give them the attention they 
Among these are: 
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A mining enterprise is subject to various “extra” hazards from 
which others generally are free. Like other businesses it faces such 
risks as labor troubles. incompetent management, marketing prob- 
lems, competition; disaster, etc.; but in addition, it has peculiar risks 
arising primarily from the vagaries of nature in disposing ore de- 
posits in the ground—geographically and geologically. 

A. Initial exploration of a new prospect is risky even if surficial 
signs suggest the presence of ore. The adventurer must follow many 
false leads. He rates himself lucky if one in 100 likely looking pros- 
pects develops into a profitable mining enterprise. 

B. Engineers cannot determine accurately in advance and in detail 
the quantity and quality of the material in an ore deposit. Even 
after a “going” enterprise has been established nature may unex- 
pectedly bring an end to the profitable life of the property. Unseen 
faults, (geologic phenomena, not human) may cut off the ore body; 
veins may “pinch out”; or the metal content of the ore may drop 
sharply as a consequence of geologic processes operating 100 million 













years ago. 
These conditions complicate the problems of appraising the “fair 
market” value of a mine for ad valorem property taxes; and also, 
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were important factors in causing the introduction of “percentage” 
depletion for the determination of the Federal income tax. 















2. GEOGRAPHY OF MINING OPERATIONS 









The industrial process of removing ore from the ground, and 
usually the initial treatment of it, must be conducted at the site of 
the deposit. And, in the geographic distribution of deposits, nature 
has paid no heed to the availability of transportation facilities, fuel, 
or electric power; to the proximity of sources of machinery, equip- 
ment, supplies, etc., or of competent operating personnel. Among 
the consequences of these characteristics are: 

A. Unusual social, political, and economic conditions prevail; and 
these have inherent effects on problems of taxation, particularly with 
respect to State and local levies. 

B. Unlike the typical manufacturing enterprise that purchases its 
raw materials currently, a mining enterprise, and frequently the com- 
munity dependent on it, normally ceases to exist when its ore deposit is 
exhausted. This circumstance has a bearing on the problem of 
taxation. 

C. Plant, machinery, equipment, and improvements usually have 
inconsequential salvage value. They-are almost worthless except in 
relation to a specific deposit; and equitable taxation should take this 
circumstance into account. 














8. SHUTDOWN EXPENSE 










The shutting down and temporary suspension of any industrial 
operation involves expense. But with a mine, this expense is greatly 
accentuated because of the high cost of maintaining shafts and other 
underground workings. Another unusual result of the suspension of 
operations arises where the mine is isolated and the operating com- 
pany is the only industrial employer in the community. If opera- 
tions stop, employees must either become idle or go elsewhere. Be- 
cause of the physical cost of shutting down, and the hardship caused to 
the community, operations often are continued even when the profit- 
and-loss account shows “red” for the time being. In contrast an ordi- 
nary manufacturing enterprise would discontinue production; and 
thereby avoid or greatly reduce actual losses. 















4. LIMITATION OF EXPANSIBILITY 












The question often has been asked: Why should the Nation feel 
graye concern over the supply of a metal when the assured reserves in 
the ground are adequate for 10 years or more at any probable rate of 
consumption ? 

One answer lies in singular characteristics of ore deposits and of 
mining operations. If the supply were in the form of metal, in ware- 
houses, no problem would exist. It would simply be a matter of pro- 
viding transportation to the point of use. Even if the reserves are 
still in the ground as ore, it might be argued, it is only necessary to 
provide additional mining plant and reduction works, just as one 
would build facilities—one plant or a dozen—for the production of, 
say, cartridges required to meet the huge war demand. The differ- 
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ence is that the raw materials for the cartridges are purchased and 
brought to the plant as needed ; the raw material for mining operations 
is in the ground; and the rate at which it can be mined is restricted by 
conditions imposed by nature. The theater of activity is physically 
limited in size; operations must be undertaken in sequence. Neither 
a factory nor any other manufacturing enterprise faces a comparable 
limitation. 










5. NEED OF A GOING INDUSTRY 






To an unusual degree it is necessary that the mining industry con- 
sist of active, going enterprises. This is essential if it is to meet 
successfully hugely expanded demands that would be put on it by seri- 
ous threat of impending war—or by war itself. Among the reasons 
are these: 

A. The business requires highly specialized personnel in manage- 
ment, in engineering and technologic control and in actual routine 
operation if it is to function effectively. 

B. Experience has shown that the time elapsing between the 
demonstration of the existence of a workable ore deposit and pro- 
duction from it on a substantial s ais may be 3 to 5 years, or even 
longer. If the deposit is in a remote region or an unsettled locality, 
the provision of transportation and power, and the building of a 
town may be necessary before other work can be started. A site 
for a factory can be chosen where 7” ‘h things are readily available; 
the site for a mine plant must be the place where Nature put the 
deposit. 

Only a thriving, active, expanding mining industry can be relied 
upon to contribute adequately to the supply of metal needed to 
wage war. 

















6. SOURCE OF NEW WEALTH 










Mineral-producing enterprise adds wealth to the economy. In 
this respect it is like farming, except that the wealth is more per- 
manent. New metals and new minerals are the raw materials of 
most construction, building, and manufacturing. 

It can be argued that any productive enterprise—a manufacturing 
establishment, for example—contributes to the expansion of the 
general economy in much the same way. But mining must be recog- 
nized as being the foundation of the industrial structure; and an ade- 
quate supply of mine products at reasonable cost stimulates the 
whole economy to an extraordinary degree. For this reason spokes- 
men for the mining industry place special emphasis on that criterion 
of a sound tax system: “minimum injury and hardship to a vital 
industry.” 
















7. NONRENEWABILITY OF ORE DEPOSITS 










Few phenomena in this world can, with precision be called unique. 
One that can is the attribute of every ore deposit described as 
“nonrenewability.” In this respect minerals differ from commodities 
in the animal and vegetable kingdoms. A new forest can be grown 
in 50 years; but an ore deposit will require 50 million years or more. 
Although the geologic processes that produce ore are operating today, 
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they are much too slow to have any practical significance. Accord 


ingly, every mine is eventually depleted; and usually in a relatively 
short time. 


The removal of each ton of ore depletes the basic capital of 


mining enterprise—its ore deposit. An ore deposit is a wasting 
asset, and this unique characteristic has an important bearing o1 
taxation in several respects. Among them are the following: 


A. Consider a corporation owning and exploiting a single prop 
erty ; its sole basic asset is the ore deposit. The corporation does 
not continuously purchase raw materials or merchandise in the opel 
market for manufacture or resale, according to practice in most kinds 
of business. Other corporations perpetuate themselves indefinitely ; 
ie corporations operating the single mining property consumes part 
of its capital with every ton of ore it extracts; and takes one step 
nearer the end of its life. 

Consequently, amounts of money distributed as dividends are in 
part true income and in part a distribution of capital. The explicit 
intent of the | ederal income tax is to avoid taxation of capital; 
and the provisions for depreciation and for depletion allowances in 
the statutes are designed to exclude capital from taxation. 

B. Nonrenewability of ore deposits profoundly affects the position 
of an individual who is considering investment in a new mining 
venture, typically through the medinm of a “small” corporation. 

C. State and local tax authorities find themselves faced with special] 
and complex problems because of the certainty that any given mine 
must eventually be exhausted. No other kind of business presents 
the same difliculties to sound and just taxation. 

Spokesmen for the mining business have frequently cited a series 
of propositions that tend to support their contention that some reduc- 
tion in the tax burden on their industry relative to other industries 
is in the public interest. Some of these are listed below without 
attempting to give supporting evidence—though such evidence is 
presented in my report of June 1950. 


TAXATION OF 





MINING ENTERPRISE 

1. Metals and other minerals are the lifeblood of the peacetime 
economy and the sinews of war. Lacking adequate mineral supplies, 
all industry is impotent. 


2. Because of the parlous international situation minimum reliance 


should be placed on supplies from overseas. 

This is a point you have been dwelling upon. 

Senator Martone. Mr. Parsons, we intend to have Mr. Wilson come 
down with whoever he wants to bring, to determine what transpor 
tation lines he thinks he can keep open during the fourth world war. 
If our evidence adds up that we cannot keep any transportation open 
and dependable except the Western Hemisphere, then we must have 
an adequate supply of mineral materials available in case of wartime 
in the Western He ‘misphere, 

We should have a maximum economic production in this Nation. 
By that I mean that we could produce wa re ona eae le basis 
with foreign nations making up the difference, either by concessions 
or tariffs or duties—the difference, at least, between the labor and 
taxes paid here and in the chief competitive nation. 
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Do you agree with that general principle? That is so that we are 
on an even basis with the chief competitive nation. 

Mr. Parsons. I would put it this way, Senator: I don’t pose as a 
tariff expert, although I did help the domestic copper producers get 
their 4-cent duty retained; but I think that any sound measure that 
the Government of the United States can take to build up the domestic 
mining industry, with the present state of our foreign affairs, is 
justified. 

Senator Martone. Then put it this way: Many people do not think 
it through, and that is what this committee is trying to do. You 
an pay a subsidy to a zinc producer and keep him in business while 

all the other materials are coming in on the basis of low taxes and 
cheap labor abroad. But when you pay a subsidy that is new money 
that must come out of the taxpayer’s pocket. W hereas, if you charge 
on entry into this country, a duty—the Constitution of the United 
States calis it a duty, excise, or impost; we call them tariffs or import 
fees—adjusted to make up the difference in labor costs and taxes, then 
that is new money that comes from the outside into the Treasury of the 
United States. It can be used to lower taxes or pay the national debt 
or in any other way relieve the tax situation in this Nation; and 
it does not keep anything out of the country. It is not a wall around 
the country. 

Foreign producers have the same access to our markets with no 
advantage, but with fair and reasonable competition. Any tax con- 
cessions that we would make in this country, then, that you are about 
to suggest, like they make in Canada, for example, would simply 
make that differential a little lower. 'The import duty or tariff would 
not have to be quite so high to equalize the market. ‘That is the reason 

hat this committee is very much interested in what you are saying 
and about to say to put us on equality with other nations that have 
lower taxes and labor costs and other advant: ges in production. 

The main objective, whatever recommendations this committee 
makes, or whatever recommendations the Senate and the House finally 
adopt, are all for the main objective of even competition and keeping 
us in business. Is that not right ? 

Mr. Parsons. Maintaining a healthy, dynamic, domestic mining 
industry. 

Senator Matone. A going concern mining industry. 

Mr. Parsons. Absolutely. To continue: 

3. Sustained and adequate production depends on the constant 
aa nance of known and available reserves. 

Domestic reserves, as contrasted with latent resources, are, in 
cnuae dangerously low. 

I might say these are simply statements; and no attempt or effort 
is made to elaborate on them here. Supporting evidence is contained 

in my report of June 1950. 

Senator Martone. The stockpile reserves, of course, are classified 
information. But we know what you say is true. 

Mr. Parsons. Of course what I am referring to here is reserves in 
the ground, domestic reserves in the ground. 

Senator Martone. Well, reserves in the ground, - I hope you go 
on and further explaim what you mean by that. Because many people, 
especially fresh graduates from colleges who are very finely trained 
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in education, and have had no experience, take today’s reserves as 
meaning the sum total of all resources. 

Mr. Parsons. The next paragraph goes into that point. 

Senator Martone. Mr. Harry Dexter White, during World War 
II, sent a memorandum to the Secretary of the Treasury, Morgenthau, 
listing—and we have made this letter a matter of record in the hear- 
ings—petroleum, tungsten, manganese, and I believe zinc and lead. 
He showed that the reserves that all acknowledged they had, would 
be gone in a certain number of years—10 or 12, or 15 years, or what- 
ever it was, and thereafter we would be out of these materials. He 
recommended to the Secretary, who is a very fine man, trained in 
New York in banking, but who knows nothing at all about mining— 
I have often said neither one of them would know a pound of ore from 
a bale of hay—that we must then save these reserves, and import from 
foreign countries all of these minerals and materials, and principally 
from Russia. Secretary Morganthau sent a letter to President Tru- 
man, who was then President, recommending exactly that, based on 
the Harry Dexter White letter or memo. Unfortunately our Presi- 
dent, not knowing anything about the mining industry or petroleum 
production, released to the press a statement based upon the Mor- 
ganthau and Harry Dexter White letter or memo, that it was the 
policy of the administration, not to buy domestic minerals and 
materials for the stockpile, but to save our own materials and buy 
from foreign countries. 

That became the policy of this Nation, based upon Harry Dexter 
White’s declaration, who was then an employee of the Treasury, I 
believe. He had several important jobs. So we go right back to the 
two approaches to destroy us: The economic approach coming from 
Harry Dexter White to make us dependent on foreign nations for the 
materials we could not fight without; and also destroy our domestic 
economy by bringing in all of these materials and creating unemploy- 
ment. I have said before, and I alws ays want to make it clear, I do 
not believe that anything that anybody says about Mr. Truman being 
disloyal. He took a battery of field artillery to France, fought his 
head off in the First World War, as some of the rest of us did, and 
he is a patriot. But he wasn’t equipped to judge these matters, and 
therefore he adopted policies which would destroy the country with- 

out even knowing it. 

Go ahead, Mr. Parsons. 

Mr. Parsons. 5. Latent domestic resources are vast and widespread, 
principally in the form of “concealed” deposits. 

In the report of June 1951, a great deal of space is devoted to geo- 


logical evidence to establish that point. But here is a note on “the 
point: 


Nott An assumption that has gained too wide acceptance in many quarters 
is that domestic deposits of many vital metals and minerals are nearing exhaus- 
tion. Inthe popular mind, we are a “have-not” Nation. 

Senator Martone. That is a 20-year program to plant that particular 
idea in the public mind so that we would become dependent upon the 
foreign nations for such materials. 






a J 


dis 
col 
she 
ani 
19% 
de 


on 


Tl 








STOCKPILING STRATEGIC AND CRITICAL MATERIALS 175 


RESERVES VERSUS RESOURCES 













Mr. Parsons. In refuting this notion, it is necessary to draw a vital 
distinction between reserves and resources. It is true that “known 

commercial reserves” are, in many instances, adequate for a relatively 

short period of years at probable rates of consumption ; but the latent 

and undiscovered resources are extremely large. The report of June 

1950 goes into this matter at length, giving convincing geologic evi- 

dence that “hidden” deposits of vast proportions must exist and await 

only intensive search to be uncovered. 

Senator Martone. How do you bring about that intensive search ? 
Through providing the incentive of profit when you find these 
reserves ¢ 

Mr. Parsons. One of the best ways to bring about that intensive 
search is to follow out the proposals that will be suggested presently 
for adjusting the Federal tax structure. 

Senator Martone. Thank you. I note this report is dated 1950. 
This is 1954 and I hope that, as we accept this report as an exhibit, 
and it probably will be printed along with your testimony, that you 
are careful to bring it up to date. 

Mr. Parsons. That certainly will be done. The main thing that 
has been accomplished since the date of that report is to permit the 
expensing instead of the capitalizing of the cost of development as 
distinguished from exploration. I will bring that out. I have men- 
tioned it here. 

Senator Martone. Then it can be said that it was a basic report pre- 
pared in 1950 and now is of 1954 vintage, when you present it to us. 

Mr. Parsons. I think, Senator, that, rather than revising every- 
thing, the best plan would be to make some supplementary comments 
referring back to the report. 

Senator Martone. That can be done in a preface or any way you see 
fit. 

Mr. Parsons. That is right. I can do that very easily. 

Senator Marrone. I just want it to be understood that when the 
Senators who are not present at this hearing review the record, they 
will understand perfectly that what they are reading is applicable as 
of this year. 

Mr. Parsons. Of some ores, those of tin and nickel for example, it 
is improbable that large domestic deposits will be found; but speaking 
generally, I believe that domestic mineral deposits remain to be dis- 
covered that will overshadow in quantity of output any exploited in 
the past. 

Senator Matonr. Is it not a fact that as long as there is an in- 
centive of profit for such discovery, there will be—as there has been 
over the last several years—great progress made in methods of search- 
ing for such deposits? 

Mr. Parsons. That, of course, is the thing that is going to bring 
new deposits to light. They are covered up. You can’t go and drill 
holes down through the ground over vast areas. But geophysicists 
will find methods, using radar and other techniques that will permit, 
from the surface, the ascertaining of the extent and quality of hidden 
deposits. 
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Senator MAtone. As a matter of fact, and I think it would be well 
if you made inquiries and I know you can do that before you leave 
Washington, as to the very large amount of the mountainous area of 
this Nation that has not even been mapped by the United States 
Geological Survey. It might be well to mention the large areas that 
have not even been surveyed. And then when people make a statement 
that “Yes; everything has been discovered,” it is idiotic on the face of 
it, and it only shows their ignorance. 

Mr. Parsons. I agree with you, sir. To continue: 

6. Such “concealed” deposits are susceptible to discovery by scien 
tific methods of exploration. 

7. Because of the nonrenewability and limited life of every deposit, 

ustained and aggressive exploration is essential. 

Senator Martone. And that only comes from the incentive of profit 
when you discover such reserves. 

Mr. PARSONS. Nobody is voing to look for them unless he hopes to 
make some money. That is true. 

Senator Martone. That was one of the great moves that Mr. Ickes 
made. Mr. Ickes was kind of an interlude in the Department of the 
Interior. He continually said that all deposits had been discovered 
and that there was no possibility of additional deposits being discov- 
ered of any great amount, and that because of the nonrenewability— 
that we just had to save all of these deposits. He was never able to 
explain what he was saving, because he didn’t know where the de- 
posits were. But if we had had him for Secretary of the Interior 50 
years ago we never would have discovered anything because he tried 
to take the profit out of everything. 

Mr. Parsons. He had the wrong conception of conservation. 

Senator Matone. Then when we discovered uranium, or discovered 
its value, I had already written a report on the 11 Western States and 
showed that we had uranium in two States. He announced that 
whenever any one discovered uranium the land would immediately be 
withdrawn so that he could not mine it. But that was one of the 
outstanding examples of utter ignorance of how mining is done. It 
is one of the best examples I have ever heard. Luckily, we are now 
preventing it to a certain extent. 


EXPLORATION AND DEVELOPMENT 


Mr. Parsons. My next is No. 8: Exploration for most metals is, in 
fact, languishing. 

9. Effective exploration and development depend on the active 
participation of many hundreds of private enterprisers, most of whom 
necessarily will be newly organized and will fall in the category of 
“small.” 

Senator Matonr. This committee amended the 1920 oil and gas 
law to allow mining claims to be located on the area, with of course 
priority to the oil-gas lease, if it was prior. And they have gone 
ahead now and have done a very good job. We only legalized that 
setup to January 1, 1953. It loks like we will have to have further 
hearings and maybe do another job on it. Go ahead. 

Mr. Parsons. No. 10. Mining creates virgin wealth, and in so doing, 
stimulates all industry; increases employment; expands business; and 
generates new sources of tax revenue. 
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The business of mining has distinctive characteristics including 
extraordinary financial risks that differentiate it from other kinds of 
boaenane and warrant special tax treatment in various particulars. 

The prospect of financial reward in the mining business is too 
slim, 1, today, to attract needed venture capital; but modification of 
tax laws and procedures would greatly brighten this prospect. 

Senator Matone. I would like to say at that point that one of the 
things the administrations have been making a mistake on, in the opin- 
on of the chairman, is making the Government a partner in their 
vork, through fast amortization; through guaranteed prices; and 

through various concessions that they make to the industry, including 
loaning money. 

I am not saying that money should not be loaned on certain oc- 
asions, I am not saying that they should not shorten the amorti- 
ation period or guarantee a unit price. They have to do that if they 

take the incentive of profit out. So instead of trying to restore the 
ncentive or profit through an old-fashioned tariff or tax adjustment. 
they start taking more money from the taxpayers and putting it im 
business and becoming a partner. In the long run this can only end 
in Government ownership, in the opinion of the chairman, and only 
one member of the committee. 

Mr. Parsons. No. 13. Only a dynamic mining industry constituted 
of sound “going” enterprises can be relied upon to meet demands im- 

posed by an adequate program for national security. 

























LOCAL TAXATION 





As to local and state taxation of mining enterprise, the most signifi- 
cant facts seem to be these: 

1. A surprisingly wide disparity exists between the total tax burden 
that would be imposed on a given hypothetical enterprise in different 
States. A careful analysis of the tax structure in 21 States shows 
that the average burden of the three having the highest levies is more 
than 6 times as great as the average for the 3 States having the 
lowest levies. 

Senator Matonr. Do you, in your brief, analyze each State? 

Mr. Parsons. Yes, sir. 

Senator Martone. Thank you. 

Mr. Parsons. 2. In the aggregate the so-called ad valorem property 
tax imposed in all but 1 of the 21 States accounts for less than half 
of the total burden. (Only 21 States were studied because only in 21 
are mining undertakings of real importance. ) 

The major taxes can be classified in 1 of 4 groups as follows: (a) 
property, (6) franchise, (¢) income, and (d@) severance. More than 
a dozen different names are applied to the different taxes; but they 
all can be divided into the four groups depending upon the “basis” 
and the “measure” of the levy. 

The so-called severance tax is gaining in prominence. It is 
based on the privilege of extracting or severing mineral wealth from 
the ground; and is measured either by the physical volume of output 
or bai market value of such output. 

. The establishment of State tax commissions and the trend toward 
increasing the authority and prestige of such commissions is having 
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the effect of improving a chaotic situation that has characterized the 
taxation of mining enterprise in many States. 

5. In at least 12 of the 21 States the statutes make specific provision 
for preferential accanea for (a) “small” properties, (6) nonpro- 
ductive properties, and/or (¢) unprofitable properties. These unques- 
tionably tend to encourage new enterprise and consequently explo- 
ration and development. 


FEDERAL INCOME TAX 


As I understand it, a major question before your committee can 
be stated somewhat as follows: 

Taking into account the impact of both the income-tax code itself 
and the administrative interpretations and regulations, does Federal 
taxation of mining enterprise “obstruct, retard, or injure” to an undue 
degree the industry and business of finding and producing ores and 
nonmetallic minerals of industrial importance ? 

It seems to me more rational to discuss “tax deterrents” than “tax 
incentives.” That is just a matter of terms, but I like it better. There 
are, I think, many people who would be glad to engage in the mining 
industry—or in the mining business if you prefer—but they are per- 
suaded not to do so by the apprehension that if they find and develop 
a successful mining enterprise, taxation will eat so deeply into profits 
that they will not have enough left to justify the initial risk. This 
risk admittedly is greater in mining than in most other kinds of enter- 
prises. If this view is sound, the removal of, or amelioration of, “tax 
deterrents” would have the effect, in some degree at least, of stimu- 
lating new mining ventures. Since my report of June 1950 was pre- 
pared some of the proposals for decreasing the tax burden have been 
enacted into law; and others are now under active consideration by the 
Ways and Means Committee. 

I shall elaborate on that point in my recommendations. 


SUMMARY 


Under world political conditions that are likely to prevail during 
the foreseeable future national security demands that minimum re- 
liance should be placed on metal and mineral commodities imported 


from overseas. This applies particularly to those classified as “stra- 


tegic and critical,” but this category includes nearly all of the major 
metals and numerous nonmetallic minerals. 

For this reason it is vitally necessary to maintain a healthy, 
vigorous, “going” domestic mining industry including sustained and 
active exploration. 

3. It can be demonstrated that latent domestic resources are vast. 
The deposits will be discovered and exploited by private enterprise 
if the prospect is good of realizing net financial gain commensurate 
with the risk. 

The next point is the crux of the whole thing, I believe. 

4. A direct, practical, effective, and economical measure that the 
Federal Government can take is to remove or mitigate some of the 
deterrents in the tax structure—particularly as they ‘apply to persons 
and companies engaged in exploration and development and to enter- 
prises producing on a relatively small scale. 
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The six proposals hereinafter listed for amending the income-tax 
code should do much to encourage and promote active search for, and 
exploits ition of, domestic mineral resources. I strongly recommend 
that your committee advocate enactment of appropriate legislation 
toward this end; and I feel sure such action is in the interest of the 
general welfare and national security. 


RECOMMENDED CHANGES IN THE INCOME TAX CODE 


Proposal 1. Tax moratorium on new mining enterprise: Exemp- 
tion from income tax liability of a newly launc hed mining enterprise 
for a period of 3 years after the property is determined to have 
reac hed production on a “commercial” scale. In Canada an exemp- 
tion of 3 years is provided and in addition a tax-free period of 6 
months is allowed for “tuning-up, adjustments, and absorption,” 
making a total of 42 months, after the start of commercial operation 
before income tax is imposed. The plan is accorded much credit in 
Canada for stimulating exploration and eventual production. The 
period could be longer or shorter than 3 years, if deemed desirable. 
Perhaps 5 years would be better. But at any rate, the principle is 
stated here. 

Proposal 2. Full “expensing” of expe ation costs: Removal of the 
existing limitation of $75,000 (annually for a maximum of 4 years) in 


the amount of the expenditure for “exploration” (ascertaining the lo- 
cation, extent and quality of a mineral deposit) that may be “ex- 
pensed” currently or on a deferred basis, at the option of the taxpayer, 

instead of being capitalized. The expenditure, if capitalized, is a de- 


pletable item ; but under “percentage” depletion the taxpayer gains no 
benefits. 

As there is no limitation with respect to expenditures for “develop- 
ment,” the foregoing provision would remove the necessity for deter- 
mining the cutoff between the “exploration” and “development” stages 
in the life of a property. 

That is a small point, but as you know, it is hard to tell when you 
stop exploration and commence development. 

Senator Matoner. In exploration you are searching for a body of 
ore, and there is a good deal of work done after you sense that you may 
have something before you really start developing. But you could 

call it either for a period there. 

Mr. Parsons. And they overlap. That is, after you start develop- 
ing, you still do some exploration. 

Senator Matone. You can explain what you mean by your expres- 
sion of expensing. But for the record, tell us exactly what you mean. 

Mr. Parsons. Well, in this context, what you mean is this: You 
would expend $100,000 for, we will say, development. Then there are 
two ways in which the accountant can handle it. Either he can cap- 
italize it and put it in his investment account; or he can put it down 
as aN expense, a current expense and thereby reduce his tax for the cur- 
rent year by the amount of this expenditure. 

Mr. ApLERMAN. Would that be treated as an operating expense ? 

Mr. Parsons. That is right. It would be incurred expense. Or 
there is the alternative which the taxpayer has the option of doing 


9? 


that is, to treat it as a deferred expense and spread it over the period 
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when he mines the ore. For instance, in stripping one copper min 

they put in $20 million. They spread that $20 million over a period 
of years as they mined the ore and pror ated it as a deferred expense, 
thereby reducing the tax each year 

Proposal 3. Percentage depletion in loss “carryovers”: Recogni- 
tion of percentage depletion, as distinguished from cost de pletion, it 
computing income tax liability when the net operating loss for a giver 
year is “carried over”—either backward or forward—to a year whe! 
a profit has been realized. The present procedure has the effect ot 
denying the taxpayer the benefits of percentage depletion to which hi 
is entitled; or the benefits of the “carryover. 

Senator Martone. Explain that a little bit, if you will. 

Mr. Parsons. I will try to do so. Assume you have a small zin 
mine out in Coeur d’Alene. In 1953 the owners did not make any 
money, and in fact they had an oper rating loss, we will say, of $50,000, 
That same mine, in 1951 was prosperous. We will assume they had a 
operating gain of $175,000. These are little mines, you know. A 
proposal to have the carryback operative for 2 years, instead of one, is 
now being considered by the Ways and Means Committee. If that is 

‘arried out, it would be possible to take this loss in 1953 of $50,000 and 
ney it back to 1951; make an amended tax: return and diminish 
the taxable income and get a refund for the difference in the tax. 

However, the complication come here: We will assume that per- 
centage depletion in year 1951 was $75,000, whereas cost depletion, 
that is depletion based on the-actual value of the ore re anes, would 
be only $25,000. What the law provides at the present time is that 
when carrying back this loss of $50,000, you recalculate your return 
and instead of using “percentage” depletion : you use “cost” depletion. 

The result would be that, instead of having a taxable income of 
$100,000 from which you can take credit for $50,000, you would have 
with cost depletion, a taxable income of $150 000. You might as well 
save the trouble of making a new return, because, taking the $50,000 
away gets you right back to where you were, $100,000, on which you 
paid your tax in 1951, anyway. I don’t know whether I made that 
clear or not. 

Senator Martone. I think you have. 

The whole problem is to correlate the rearrangement so that there 
is some incentive for the company to go on with the possibility of 
another year’s loss because they have been able to take care of this 
year’s loss. If they could not go back and compensate for a part 
of this year’s loss, and there is no assurance but what they will have a 
loss next year—they may just not go forward. 

Mr. Parsons. Conceivably, the recovery, the refund, might be the 
amount of money that would let them continue to operate. 

Senator Martone. That is the point I meant to bring out. In other 
words, correlate your adjustments. Go ahead. 

Mr. Parsons. That would be a very helpful thing to many of our 
western miners, who in the last year have been struggling pretty 
hard, as you know, in the zine and lead mines, partic ular ly. 

Senator Martone. A few years ago, before the Congress got so 
diligent in income-tax returns covering every point so that there was 
no recovery, you could lose money for everd years and make it all 
back in 1 year. However, under the present situation that is not pos- 
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sible even if you really broke into a new body of ore that was highly 
profitable. You could not make up your back losses under present 
conditions, could pout Q 

Mr. Parsons. I don’t know that I follow you just exactly, Senator. 

Senator Matone. Well, tax this year is a closed book. You go on 
next year, and you lose money for 2 or 3 years. But there was no 

ance of making up all of this back loss if and when you finally hit it. 

Under the conditions which are now in existence, which you propose 
to oonee it is impossible to make that up, is it not? 

Mr. Parsons. If you have a big loss in 1953, then in 1954 or 1955, or 
for 5 years thereafter, if you had a year of good profit, you could 
take credit for your loss of 1953 in making your return for the later 
year. But you “still have this diffic ulty, the difference between your 
percent age depletion and your cost depletion. That is what we are 
trying to cure. 

Senator Martone. If the Government goes along with some of these 
recommendations of your, “new” money comes by a reorientation of 
your tax report. 

Mr. Parsons. Yes, that is the advantage of these carryovers. The 
purpose is to arrange what is sometimes described as averaging. 
Mining is an industry where earnings are erratic, from year to year. 
Instead of having to consider each year by itself, you will take a 
period of years. “Tf they get this law through, it will amount to 8 
years, 2 years back, the ec ‘urrent year, and 5 years forward. You will 
un effect have the privilege of averaging over the whole period. 

Senator Matone. Go ahead. 

Mr. Parsons. Note: The Ways and Means Committee is now con- 
sidering changes in the Code respecting the “carryover” of losses: At 
present, in order to carry back a loss, the taxpayer must sacrifice 
benefits properly taken in his original return for a profitable year 
based on: (a) tax exempt interest; (b) dividends-rec eived credit ; 
and (c) “percentage” depletion in distinction to “cost’ depletion. 
The proposal now under consider: Stig would have the effect of pre- 
serving the benefits under (a) and (6); but no consideration ap pear 
to have been given to those under (c). ‘Mining, of course, is the busi- 
ness primarily concerned with (c); and proposal 3, in effect, seeks to 
have parallel action taken with respect to all three, i. e. (a), (4), 
and (¢). 

Proposal 4. Recovery of capital investment by shareholder: Pro- 
vision whereby the shareholder who received dividends from a cor- 
poration that derives 75 percent or more of its profits directly from 
the operation of mines might deduct 20 percent of the div idends thus 
received in computing his taxable income. This proposal is patterned 
after that now in effect in Canada where the plan is regarded as a 
means for enabling the individual stockholder to recover a portion of 
his capital investment in a business involvi ing extraordinary hazards. 

I have used 75 percent and 25 percent, because they are the figures 
used in Canada; but higher or lower percentages could be used if 
deemed desirable. 

Senator Matonr. That is getting close to what we discussed a mo- 
ment ago, so that there is some chance of protecting the stockholders in 
losses, 
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Mr. Parsons. So that the stockholder gets more of the benefit if 
his hazardous investment turns out well. 

Nore.—The foregoing proposal would not be urged if Congress were to enact 
the plan now being considered by the Ways and Means Committee for ameliora 
tion of so-called “double taxatica” involved in the dividends of the shareholder 
Such dividends are the fruit of the same industrial activty that produced the 
income of the corporation. The plan now under consideration provides, be 
ginning in 1955, exemption of the first $100 received by the individual taxpayer 
as dividends from corporations; and also, and this is most important, a tax 
credit against his tax liability of 10 percent of the amount received by him as 
dividends from corporations. (In 1954 the corresponding figures are $50 and 5 
percent.) After he got through making up his return with this dividend in- 


cluded as income, he then would get a credit against his tax. That would help 
a great deal. 


Senator Matonr. That would prevent, to some extent, the double 
taxation. 

Mr. Parsons. Yes. It amounts to much the same thing. That 
is why I said if the present proposal before the Ways and Means 
Committee should be adopted, then we would abandon proposal 4. 
Of course, the “Double Taxation” relief would apply to shareholders 
in all industries, not only mining. 

Senator MaLone. It would be a little more profit incentive. It puts 
a little bit back. 

Mr. Parsons. For the individual person it gives him an incentive 
to go into a little company, for instance, partic cularly because he gets 
a better chance to recover money ventured in a risky business. 

This proposal would apply to dividends from all corporations in- 
cluding those deriving their profits from mining; and if enacted would 
ace omplish i in substantial degree the objective of Proposal No. 4 

Proposal 5. Liberalization of depreciation writeoffs: Boy ision 
whereby a taxpayer that derives 75 percent or more of its profits 
directly from mining might write off depreciation for tax purposes at 
any rate that he may elect—provided the deduction for any one year 
does not exceed 25 percent—until the full cost of the asset had bien 
depreciated. The basis for this special consideration for the mining 
business would be the peculiar characteristics of the industry includ- 
ing: the extraordinary hazards; the uncertain length of life; 1 rapid 
changes i in the techniques of ore beneficiation; and erratic e earnings 
from year to year. (The percentages used could be higher or lower, 
if deemed desirable.) 

Senator Martone. For the benefit of the record and the people not 
familiar with the mining industry, a mining company in its operations 
not only explores ahead in the same ground in the same area, but often 
it explores adjoining areas. I merely insert the explanation because of 
this general belief that if you know your reserves today, you know the 
length of your mining operations, and all you are ever going to get. 

Mr. Parsons. The Utah C opper Co. was started in 1905 on 12 million 
tons of ore that was then in sight. The company has now mined about 

600 million tons, and before they get through will have mined far 
more than a billion tons—all from the same property. 


Senator Martone. That is before they get through the area where 
they are now operating in. 


Mr. Parsons. That is right. 
Senator Matone. Let me illustrate that. In the Ely area, the Ken- 
necott Copper Co. has been mining there for many years. But they 
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were getting a little worried the last few years. It was said that in 15 
or 20 years the area might begin to deteriorate. 

But suddently through drilling, they located a big, body of ore, prob- 
ably an extension. They are now sinking a shaft. It is true they are 
getting a short amortization period, and maybe a guaranteed unit 
price, although I am not sure of it, which might not have been neces- 
sary if they had been protected otherwise against imports; and they 
say that this one shaft will probably lengthen the life of the area 15 
or 20 years. 

Much the same thing is happening 100 miles southeast of Reno. 
Anaconda just spent thirty-five or forty million dollars. They get a 
short amortization period, a guaranteed unit price, but did not Sonele 
money from the Government, all of which would probably not have 
been necessary if we had had the adjustments that you are speaking 
of, and a tariff. However, they did get the necessary help, which I 
favored and helped them get to a certain extent, because, if you are 
not going to have the other adjustments, you have to have the subsidy. 
Now they have 10 or 15 years’ life there of a great deposit. I patented 
three of those claims 30 years ago, with old Pigeon-toed Jack. You 
know, the first people who get these claims are men who have no 
money. They are people who wade around in the snow in winter and 
the heat of summer and locate them. I often said I had no business 
in the middle of winter and he had no money, so we got together and 
patented the claims. Now they are part of a great mining operation. 
That was 30 years ago. There are always a few owners and pros- 
pectors that spend their life in the area before it really shows up in 
the public eye, isn’t that true? 

Mr. Parsons Yes, sir. 

Senator Matone. The public has been allowed to forget that effort. 
The pigeon-toed Jacks all over the country have to have the incentive 
of being able to sell their deposits when they find one. Otherwise 
they will stop looking. Is that not true? 

Mr. Parsons. That is right. 

Senator Martone. Then you have to have the incentive of mining 
engineers coming in, and if they say sink in $5,000, $10,000, $15,000, 
or $50,000, it is like a poker hand, if it doesn’t show, they lay it down 
and if it does, they go on. 

Now, go ahead. 

Mr. Parsons. The note reads as follows: The foregoing proposal 
would be less urgent, regarding depreciation, if Congress were to en- 
act the plan now being considered by the Ways and Means Committee 
for liberalizing regulations regarding depreciation as applied to all 
taxpayers investing in new facilities including buildings, machinery, 
and equpment. In particular the so-called “declining balance” 
method would be allowed. As the mining business would be included, 
enactment would accomplish in some degree the objective of pro- 
posal 5, 

Proposal 5 asks for more than is contemplated in the present plan 
before the Ways and Means Committee. Nevertheless, if that were 
enacted, the urgency of trying to get this other plan would be 
diminished. 

Senator Martone. Go ahead. 

Mr. Parsons. Proposal 6: Exemption of $100,000 from the 50 per- 
cent of net ceiling on depletion allowance: Authorizing the taxpayer, 
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in computing the depletion allowance on his income tax, to take the | 

percent (or 5 or 10 or 23 percent) deduction on the first $100,000 of 
gross income even though such deduction was in excess of 50 percent 
of the net income realized on the output that yielded the $100,000 in 
gross income. ‘The purpose would be to assist the “small producer” 

whose margin was relatively narrow. The provision would apply to 
all taxpayers and would not be discriminatory. However, it would 
be of small consequence to the “large” producer. The amount thus ex 
empted could, of course, be more than $100,000 if deemed desirable. 

I might explain briefly that there are two alternative ceilings on 
the amount that may be deducted from gross income by way of de 
pletion. One is 5, 10, 15, 23 or 274% percent (depending on the 
mineral produced) of the gross income. But in no event shall it be 
more than 50 percent of the net income. So either the percent of gross 
or 50 percent of net may be the ceiling that gives the maximum allow- 
able deduction. 

[ will give you a short illustration. 

Senator Martone. Yes, give us an illustration. 

Mr. Parsons. We will assume a small mining company that has a 
gross income of $100,000 in a given year. It has a net income of 
$10,000 in the same year. Fifteen percent of the gross is $15,000, 
Fifty percent of the net is $5,000. So under the present provisions 
the taxpayer could take, by way of depletion, a deduction of only 
85,000, although on the basic gross he would be entitled to $15,000. 
If Proposal 6 were put into effect he would be able to deduct not $5,000 
but $10,000 in this instance 100 percent of his net income. He cannot 
deduct more than his net income. But nevertheless he has an addi 
tional deduction of $5,000. If his tax rate was 53 percent, which pre 
sumably it was, he would save $2,600 which for a small miner is 
something. 

Senator Matonr. Sometimes there is a difference. 

Mr. Parsons. Yes. These are just hypothetical figures, of course. 

Senator Mavone. I might say at that point we have had much 
other testimony, and one in particular, Mr. Vern Pick, testified in 
Salt Lake City and again here, very briefly, in the uranium mining 
business. Mr. Pick was only a typical example, and some of the 
operations are very large and very good. Most of them now are in 
Utah and Colorado; but they are now finding deposits in Wyoming, 
Idaho, and Nevada. They are somewhat a lower grade which are not 
acceptable at this time, but in my opinion they will accept the lower 
grades when milling operations are available, so that they can handle 
low-grade ore without shipping too far to take all the profit out of it. 

But he testified that in order to protect his stockholders under the 
present income tax laws he operates from 3 to 6 months a year. He 
has to shut down or materially decrease operations, or they get into 
a tax bracket where he keeps much less money. Therefore the produ 
tion of uranium is very limited. 

I can’t say that this is the opinion of the chairman, because we 
have not studied all of the testimony. But it is my feeling, and I 
think I speak for the other members of the committee, that if we 
treated our taxpayers, if we treated our producers, one-half as well 
tax-wise as they are treated in some foreign nations where exports 
are subsidized, that within 4 to 5 years domestic uranium would bi 
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“running out of our ears” in this country and we would not be 
dependent on the Belgian Congo or any place else outside of the 
\Vestern Hemisphere. 

[f we want to become self-sufficient in this Nation, and in the 
Western Hemisphere, and we want a maximum production in this 
Nation, then we must make a choice. We must reexamine the factors 

t have put us out of the business or held it down to the point where 
we are dependent, in part or in full, on foreign nations for the things 
that we cannot fight a war without. I think it is just that simple. 

Of course, that is the basis of our calling you before this committee, 
Mr. Parsons. Do you have any further comments to make ¢ 

Mr. Parsons. I might say, Mr. Chairman, it is a pleasure to appeat 
before a committee where the chairman knows omattian about mining 
is well as many other things. Sometimes you don’t find that. 

Senator Martone. I thank you for that remark. After 30 years in 
the engineering business, and being a member of the AIME for many 
vears, and watching these operators doing considerable work for them, 
an d being in industrial engineering for a good part of that time, I find 

iat over a period of years Congress, I think inadvertently, because 

the many Members of the Senate and the House who have had little 
experience, if any, in industrial matters, has slowly chinked up all the 
racks so that a producer just cannot get away with a profit in many 
Cases. 

And when you take away the profit you have taken away the incen- 
tive, and slowly over these years we have then become dependent. on 
foreign nations for many of the vital materials that you can’t fight 

thout and cannot live in peace without. 

I am just about to take the floor, maybe sometime next week, and 
point out at the present time there are 56 depressed areas in the United 
States, and the President has already suggested, and the State Depart- 
ment has said that they will train unemployed men in those areas for 
other work, It is not very clear what other work they are going to do. 
They want to try to install industries in those depressed areas which, 
of course, from my point of view, are admittedly uneconomical or 
they would be there already, to replace the industries that we have 
run out or slowed up through imports. 

My discussion on the floor will show that definitely. Now, then, we 
must then back up, and I am not blaming any Member of Congress or 
anyone at all, although I do believe, and T will say this to you for your 
own information—you are quite a ways from Washington now, al- 

though you used to be in New York—that we have investigated, and 
during our investigation we have called many of these alphabetical 
agencies, 

We find in those alphabetical agencies men, fine men, who have done 
a good job according to their lives and orders. But they do not know 
what the other agencies are doing. I cannot say to you positively, but 
t looks to the chairman like there has been a pattern that someone has 
been directing, and the pattern has been to make us dependent on these 
foreign nations; and to move us from a civilian economy to a war econ- 
omy, where we are appropriating twenty or thirty billion dollars a 
year for the construction and manuf: ucture of much equipment that is 
voing to Europe and going into the storehouses and that never will be 
taken out, and which will be obsolete when it hits the ground. We are 
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afraid to stop for fear of unemployment, and here we are off of the 
civilian economy. Well, if you have no further statement at this time, 
we will accept your report, Taxation of Mining Enterprises—Federal, 
State, and Local, by A. B. Parsons. Dated June 1950, it was prepared 
for the United States Department of the Interior, Bureau of Mines, 
The note says: 


The study was undertaken at the request of the Director of the Bureau of 
Mines. Contents are subject to verification, and the views expressed herein are 
not necessarily in accord with those of the Bureau. 

(It is accepted as exhibit No. 1 and is to be included in the record 
immediately following your eubinee on p. 187.) 

Also, Mr. Parsons, your testimony will be furnished you after it has 
been recorded by the reporter. This committee has held, purposely, 
informal hearings so that much testimony is not written. We have 
covered fields with witnesses where the witness had no chance to 
write the answers down. Your testimony will be furnished to you 
for you to complete, to edit for accuracy and completeness. You can 
insert anything you wish that you think will make it clearer to the 
committee. 

I believe even you might now have a clearer idea of what the com- 
mittee is trying to do. 

Mr. Parsons. I confess, Mr. Chairman, when I came here I did not 
know exactly what you were striving for; and I have a much better 
conception now. I will be glad to carry out your wishes in connection 
with my report of June 1950 to prepare it for inclusion in the printed 
record of your hearings. 

Senator Matone. Thank you very much, Mr. Parsons. I will tell 
you for your information that this is one of the reasons I insisted on 
coming to the Senate. When you run for the Senate, when the Senate 
is mostly Democratic and the country is in a cycle, you might say, 
some people did not call it very good judgment; but now I am here 
and as long as I am here, I am going to make this one of my objectives. 
I think you have contributed a lot of commonsense to the record. 

Thank you very much. 

As exhibit No. 2 to your testimony, Mr. Parsons, I am also going 
to accept a pamphlet entitled “Canada, Department of Mines and 
Technical Surveys, Mines Branch, the Mining Laws of Canada, a 
Digest of the Dominion and Provincial Laws “Affecting Mining, by 
Arthur Buisson, 1950.” 

It will be accepted as an exhibit to be filed in the committee files 
and on page 22 of this publication we will insert in the record at this 
point the paragraphs as marked. 

(The information referred to follows:) 

To stimulate further exploration and development of Canada’s mineral re- 
sources certain mines are granted a period of exemption from Dominion income 
tax following the commencement of production. Section 74 of the Income Tax 
Act authorizes the exemption from tax of the profits derived from the operation 
of a metalliferous mine or an industrial mineral mine operation on a nonbedded 
deposit which came into production between January 1, 1946, and December 31, 
1952. The exempt period is 3 fiscal years following the date when the mine 
was determined to have come into production in reasonable commercial quanti- 
ties. However, those mines that came into production before January 1, 197, 
are subject to tax on any profits they may have earned in that part of their 


exempt period which occurred in 1946. In addition, a preliminary period not 
exceeding 6 months following the date when the milling or shipping of ore 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 187 


ommenced is tax-free. This period is allowed for tuning up, adjustments, and 
ibsorption. 

Special tax concessions introduced as a war measure to encourage the search 
for minerals, petroleum, and natural gas allow certain classes of taxpayers to 
educt expenditures on prospecting or exploration from their taxable income. 
These deductions are allowed only in respect of exploration from which no 
production resulted. 


PREPARED ABSTRACT 
TAXATION OF MINING ENTERPRISE—FEDERAL, STATE, AND LOCAL 
A report to the Bureau of Mines by A. B. Parsons, consulting engineer 
PREFACE 

A factual study and objective exposition of the impact of taxes, local, State, 
and Federal, on the mining industry—the “business” of finding and producing 
metalliferous ores and nonmetallic minerals of industrial value (mineral fuels 
will be considered only incidentally) seems to be worthwhile for several reasons: 

1. Because a continued, dependable, and adequately supply of metals and 
minerals is of overshadowing importance to the peacetime economy and to 
national security. 

2. Because the insurance of such supply can be profoundly affected by the 
incidence of taxation on the business of mining. 

Because the business ts differentiated from other kinds of industry and 
enterprise by at least one unique and sundry other peculiar characteristics 
inherent in the industry. 

4. Because these distinctive characteristics give rise to special and vexacious 
problems in the sound and just taxation of such enterprise. 

5. Because Government officials, charged with the duty of formulating, enact- 

, and administering tax legislation, too often are unaware of the unusual and 
nique features of the business; and are so preoccupied with other matters that 
they fail to give them the attention they require. 

6. Because many mining company executives are inadequately acquainted 
with some of the basic principles of taxation, in general; with the diverse pres- 
sures under which public officials concerned with taxation must function; and 
with the reasons behind some of their enactments and administrative procedures. 

Che study is not a partisan presentation on behalf of taxpayers engaged in 
the mining industry. Full recognition is given to the obligation of the industry 
to contribute, through taxation, its just share of the cost of government. The 
study aims to present objectively and without bias, and in compact form, a body 
of significant facts pertaining to present laws and procedures as they affect those 
yresently engaged in the mining business, or those who might be attracted to 
the business. 

It is hoped that the results will be of real value to public officials, including 
legislators and tax administrators, in the performance of their import and diffi- 
cult duties; and that the material will be useful in the formulation of sound tax 
policies; policies that will (1) provide a favorable climate for prospecting, 
exploration, development, and production; (2) harmonize with the distinctive 
characteristics of the mineral-producing industry; and (3) be compatible with 
he obligation of Federal and State Governments to promote the effective use of 
vital natural resources—all in the public interest. 


ADDENDUM (MARCH 1954) 


Early in 1954 the author was asked to review the text of this report, written in 
1950, to determine to what extent the material had become obsolete; and to 
decide whether a thorough revision would be worthwhile. After some prelimi- 
nary research it appeared: (1) that some amendments had been effected in the 
statutes and administrative practice in many of of 25 States; but that very 
few of these werd radical in nature; (2) that some of the modifications urged by 
the industry in the Federal Income Tax Code and in the regulations of the 
Internal Revenue Bureau had been put into effect; and that others were under 
active consideration by the House Ways and Means Committee then engaged in 
a complete rewriting of the Revenue Act; and (3) that promoting of national 
security was as urgent as ever; and that, accordingly, the major thesis of the 
report and the correlative facts regarding the business of mining and the impact 
of taxation on it were no less valid than they had been in 1950. 


39888—54—pt. 7-13 
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It was decided not to undertake a thorough revision; but to set out briefl 
in this preface some of the changes and trends since 1950. Federal as well as 
State and local developments therefore will be reviewed. 


THE FEDERAL INCOME TAX 


Increase in the corporation rate.—The rate of the Federal income tax on a cor 
poration income of $50,000 or more was increased from 38 percent to 52 percent 
One important effect was to increase the importance of the tax and to magnify 
any inequities or other faults in the overall tax structure. Generally speaking, 
valid arguments for adjustments sought by the mining industry, or any other 
group of taxpayers, gained force. The Ways and Means Committee has recom 
mended a reduction of a few percentage points in this rate, but the final decision 
rests with Congress. 

Additions to “percentage-depletion” lists—Numerous additions have been 
made to the lists of metals and minerals to which “percentage depletion” may be 
applied by a producer in determining his taxable income. Aside from petroleum 
and sulfur, all are in 1 of 3 groups—®5, 10, or 15 percent. The rate for no minera 
has been lowered; but that for several has been increased (notably coal, which 
was raised from 5 to 10 percent). If the recommendations of the Ways and 
Means Committee are carried out, every natural mineral product will be put into 
one of the percentage-depletion categories. 

“Hapensing” development costs.—The most helpful change from the standpoint 
of the mining business is that dealing with the “expensing” of expenditures for 
development (see p. 94 of the report). The Revenue Act of 1951, still in force 
provides that expenditures incurred in developing a mine after the existence of 
a “commercial” deposit has been disclosed are deductible in the year incurred 
or, at the taxpayer's election, may be deferred and charged off ratably against 
the ore as mined in future years. Prior to that date the taxpayer was obliged to 
capitalize such expenditures; and as a consequence, through the operation of 
percentage depletion, he lost any benefit. 

“Harpensing” exploration costs.—The Revenue Act of 1951 also made similar 
provision for expenditures incurred for exploration (ascertaining the location, 
extent, and quality of a mineral deposit) prior to the disclosure of the existence 
of a “commercial” deposit. However, a limitation of $75,000 annually for a 
maximum period of 4 years was imposed; and the removal of this limitation is 
strongly urged by the industry. 

Longer “carryover” period._-The code was amended to extend to 5 instead 
of 2 the number of years over which a taxpayer can “carry forward” a net 
operating loss so as to reduce his taxable income in a profitable year. At the 
same time, the permissible ‘“carryback” period was reduced from 2 years to 1, 
thereby offsetting the benefit to some extent. A long period of carryover is par 
ticularly beneficial to the mining industry because it is characterized by erratic 
fluctuations in earnings from year to year. The Ways and Means Committee 
is now proposing to restore the 2-year “carryback.” 


STATE AND LOCAL TAXES 


Assessment ratios.—The report presents digests of the tax structures of various 
States. Many figures are cited giving “assessment ratios’—the ratio that the 
assessment for the property bears to the estimated “true market value’; and 
typical “mill-rates” applicable to the property in general and mining property 
in particular. If a complete revision of the report were undertaken many of 
these figures probably would be changed; and to that extent the data are o! 
solete. However, it is improbable that new figures would greatly change the 
relative position of taxpayers engaged in mining. 

Arkansas.—The severance tax has been expanded by imposing it on about 
a dozen nonmetallic minerals. However, the rates (1.0 cent and 0.5 cent per ton) 
are low compared with the 10-cent tax applicable to metallic ores. A catchall 
group is taxed at 4 percent of the gross value at the time and place of severance 

Kentucky.—A significant change is the transfer of responsibtlity for assessing 
mining enterprise for the ad valorem property tax from the local officials in the 
respective counties to the State tax commission. This move follows a logical 
trend to lodge responsibility for appraisals requiring specialized knowledge in 
a single State agency that can obtain competent experts to do the work. 

Michigan.—Two steps have been taken to increase revenue moderately; the 
rate on the so-called corporation privilege tax, measured by paid-in capital an 
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surplus, has been increased from $2.50 to $4 per $1,000; and the maximum pay- 
ent of $50,000 has been removed. 

Vinnesota.—Two changes in the Minnesota code are significant : 

(a) AS a measure to help the new “taconite” iron mining business, the State 
has enacted for it a special tax in lieu of all other taxes except the occupation 
and royalty taxes. As the equipment and plant required to exploit these ores 
is tremendously expensive, the exemption from the property tax will be bene- 
ficial. The rate of the tax is 5.0 cents per ton of merchantable concentrate plus 
a small addition if the iron content exceeds 55 percent. 

(b) The so-called “labor credit’ used in computing the occupation tax has 
been liberalized—incidentally giving preferential treatment to underground ores 
that require grinding as a first step in beneficiation and to “taconite” ores. 

Vontana.—As a companion to the metal-mine license (severence) tax based 

n gross value of recoverable metal, the State has enacted a tax on nonmetallic 
micaceous minerals including vermiculite and perlite, amounting to 4.0 cents 
per ton. 

Also it has revised its sliding-scale rates applicable to taxable “gross value’ 
so as to diminish the tax on amounts between $100,000 and $300,000. 

Vew Mezvico.—Prior to 1951 a taxpayer subject to the severance tax was given 
an exemption from the tax on the first $200,000 of the gross value as defined by 
the statute. This exemption was removed in 1951. 

Texas.—The rate for the production (severance) tax on sulfur was increased 
from $1.272 to $1.40 per long ton. 

Summary.—Despite various amendments and changes made in the interval 
since the report was prepared in 1950, it seems safe to say that it should fulfill 
its primary purpose almost as well now as it would then. That purpose is to 
assist public officials, including legislators and tax administrators, in their im- 
portant and difficult duties. These duties include the formulation of sound tax 
policies—policies that will (1) harmonize with the distinctive characteristics 
of the mining business; (2) provide a favorable climate for prospecting explora- 
tion, development, and production; and (3) promote the most effective use of 
domestie resources of critical and essential metals and minerals as a vital measure 
of national security. 


I. TAXATION—GENERAL CONSIDERATIONS 


Any tax is a burden to those on whom it is imposed. Everyone habitually is 
asking for “tax relief.” If individuals paid no taxes they would have more 
money to spend for other things. If corporations paid no taxes the cost of things 
produced or services rendered would be lower and the market would be broader. 
The economy would be stimulated and expanded. But so long as the functions of 
government—Federal, State, and local—must be financed, the needed revenues 
must flow from taxation of some kind. The problems of distributing this burden, 
in the best interests of society, are complex and far reaching. 

One hears rather derisive allusions to the “tax gatherer,’ as though he were 
some remote and alien functionary who imposed and collected taxes for the pur- 
pose of irritating the citizenry. As a matter of fact, of course, he is simply an 
elected public official who follows the procedure, prescribed by legislative author- 
ity, to obtain certain moneys. These moneys are needed because the same legis- 
lative authority appropriates them to provide law and order, health and safety, 
education, national security, roads, parks, and similar public conveniences, and 
scores of other things that the people want, or that their elected representatives 
think they want. It can be argued that in the aggregate taxes are too high only 
when the Government undertakes functions that the people cannot afford; or 
that can be performed to better advantage by agencies other than public servants. 
“Better” must be interpreted as referring to the long-term public interest rather 
than the immediate advantage of a particular group of individuals. 

It would, of course, be nice if Government expenditures—both Federal and 
local—were drastically cut. Federal taxes are currently at the annual rate of 
about $43 billion; and those of State and local governments of about $14 billion 
Compared with the averages for the decade of the 1920’s (4% billion and 1% 
billion, respectively) each of these figures shows a tenfold increase. Even allow- 
ing for the growth of the country and the lesser value of the dollar, this com- 
parison is staggering. It underscores the reasons why taxes—once a relatively 
minor factor in private business—today loom as a major element in the financial 
calculations of those engaged in industrial enterprise. It also underscores the 
reasons why legislative bodies have been obliged to increase tax rates and devise 
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and impose new taxes; and why administrative officials have felt constrained 
to tighten regulations, “plug” loopholes, and revamp their procedures. 

lor the foreseeable future, at least, budgets are going to be tremendous; and 
so are taxes in the aggregate. If the tax structure is to be improved it will be 
in the direction of changing the distribution of the burden, rather than of 
reducing the overall burden. Any other view is not realistic. 

The task of those who make tax laws is complicated by the fact that taxation 
is not only an economic problem; it is a political problem. Specialists in the 
Treasury Department of the Federal Government and in State Tax commissions, 
aided by other experts, could devise tax programs that would be technically 
sound and in the best interest of the economy as a whole. But, as experience 
has repeatedly shown, the enactment of such legislation is extremely difficult 
Half-measures and compromises are necessary because Congress and State 
legislatures are subject to all sorts of potent political pressures based on con- 
siderations other than a healthy overall economy and the general welfare. Per- 
haps this difficulty is inherent in the kind of social order we have; but the fact 
cannot be dodged. Any attempt to “revamp the tax structure” or to make sig- 
nificant changes in existing administrative practices must take into account 
this highly practical aspect of the matter—politics. 


ATTRIBUTES OF A SOUND TAX 


Excluding politics, what are the attributes of 

(a) A sound and proper tax, and 

(b) A sound and proper tax structure—which may be regarded as the 
synthesis of the several taxes levied by Government agencies in a given 
tax jurisdiction. 

Though taxationu is far from being an exact science, both the classic writers 
of the nineteenth century and today’s most competent authorities recognize the 
following doctrines as being almost axiomatic. 

4. A sound tax should 

1. Possess equality and uniformity as between individual taxpayers in a 
class. 

2. Recognize the basic criterion of “ability to pay.” 
Be economical of administration and practical of collection. 

Be understandable rather than obscure. 

5. Be certain rather than capricious and arbitrary of interpretation. 

B. A sound tax structure should: 

1. Be productive of needed revenue. 

2. Provide, as nearly as possible, a just and reasonable distribution of the 
burden of taxation between different classes of taxpayer—taking into 
account the criterion of “taxable capacity.” 

3. Avoid to the maximum feasible degree impositions that obstruct, retard 
or injure legitimate and useful industry and business. 

The basis for this last highly important characteristic is elementary: Busi- 
ness and industry are the components of a dynamic and flourishing economy; 
they generate new property values; new capital assets; new production of goods 
and services: and profits that are the bases for new and additional tax revenue 
The broader and bigger the tax base the lower is the tax rate needed to provide 
a given revenue. 


1. 


WIDESPREAD PRESSURE FOR RELIEF 


Congress and State legislatures are constantly being importuned by earnest 
and persuasive spokesmen to give so-called tax relief to a particular group of tax 
payers represented by the respective petitioners. The United States Treasury 
Department and State tax commissioners, as administrative agencies and expert 
advisers to the legislative bodies on tax matters, are under similar pressure. 

Standard arguments of those seeking tax consideration for specific groups are, 
in general, based on one or both of the following: 

(1) Correction of inequality in the tax burden as between that of the petition 
ing group and that of some competing group or that of taxpayers in general. 

(2) Stimulation of the specific business of the petitioning group on the ground 
that sustained health or growth of such business or industry is so vital to the 
general welfare that tax “revision” is clearly in the public interest. 

Examples under (1) are: 

(a) Railroads versus truck-and-bus lines. 

(b) Urban realty owners versus farm owners. 
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(c) Coal-mining companies versus petroleum and gas producers 

Examples under (2) are: 

(a) The housing interests (realty and building) contend that the best way 
to cure the deplorable shortage of dwellings would be to modify the income-tax 
aw so as to permit amortization of invested capital in 5 years. 

(b) The New York Stock Exchange proposes that the income-tax law be 
amended so as to reduce the minimum period for a long-term capital gain from 6 
months to 3 months and the maximum tax-rate on such gain from 25 percent to 
10 percent. The alleged object is to increase the flow of equity cupital into the 
economy; and, thereby, to facilitate the financing of new productive enterprise. 

(c) Manufacturers of machine tools advocate provisions for rapid deprecia- 
tion of such equipment (for income-tax purposes) with the objective of en- 
couraging the early replacement of obsolete or obsolescent equipment so as to 
keep the Nation’s industrial plant perpetually at top efficiency. 

(d) The maritime shipping interests, in like manner, advocate accelerated 
amortization of vessels as an incentive to investment of private capital in their 
business. 

In every case the chief ground on which the argument is based is “serving the 
public interest.” Adequate housing ; a sound supply of equity capital; an up-to- 
minute industrial plant; and a healthy merchant marine unquestionably would 
contribute much to a dynamic and flourishing peacetime economy and to national 
security. Significantly, the railroads and the coal mining companies, listed 
under (1), put great stress on the argument that the sustained health of their 
respective industries is vital to both peacetime economy and national security. 

This thesis might be expanded indefinitely. The point to be made is that a 
more or less plausible and persuasive case can be made for “tax revision” or “tax 
relief’ for many groups of taxpayers. It can of course be argued, not without 
force, that a judicious “adjustment,” that loses a little revenue at the outset, 
eventually will generate new bases of taxation and thereby swell total tax reve- 
nues. But tax authorities are faced with the necessity of meeting current needs ; 
and unless an unusually strong and convincing case can be made for a particular 
industry or an easily isolated class of taxpayers, tax authorities are not likely to 
be receptive to proposals that mean a shrinkage of current revenues. 

Spokesmen for the mining industry (as represented by metals and nonmetallic 
minerals, other than coal) believe that their case is a strong one. They believe 
that a valid argument can be made—based upon the following fundamentals: 

1. The unique position of metals and nonmetallic minerals as constituting the 
lifeblood of a peacetime economy and the sinews of war. 

2. The unique and distinctive characteristics of mineral deposits themselves 
and of the business of searching for and exploiting such deposits. 

3. The peculiar incidence of taxation on the mining business; and the profound 
influence of the imposition and collection of taxes on the effectiveness with 
which the mining industry meets the country’s need for indispensible metal and 
mineral commodities. 

These propositions, together with corollary and supporting contentions, will 
be reviewed and analyzed in an effort to disclose the facts, both pro and con, in 
the discussions that follow. 


II. NEED FOR A HEALTHY MINING INDUSTRY AND INTENSIVE EXPLORATION 


Indispensability of metals and other minerals.—Little space need be devoted 
to substantiation of this proposition: that metals or other mineral commodi- 
ties constitute the foundation that supports the industrial economy of the 
Nation, that makes possible high standards of living, and that provides the best 
available insurance against threats to national security. 

It might be demurred that foodstuffs are the primary necessaries; but even 
in this area minerals are vital for two reasons: First, because ever-increasing 
reliance is being placed on mineral fertilizers for the growing of adequate 
crops ; and second, because the production, processing, transportation, and manu- 
facture of consumable foods depends on the use of machinery, plants, equip- 
ment, and vehicles of which all are fabricated primarily from metals. This 
last statement applies with equal pertinence and force to the supplying of non- 
mineral industrial commodities, such as rubber, cork, fibers, vegetal and animal 
oils, leather, jute, and lumber. The “tools” of all production and distribution 
are made largely of metals. 

In an address before United Nations Scientific Conference on August 18, 1949, 
H. L. Keenlyside, Deputy Minister of Mines and Resources, of Canada, describes 
the overall situation in the following paragraph: 
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“Scientists and industrialists agree on the necessity of maintaining an ample 
supply of minerals and metals if contemporary forms of civilization are to be 
maintained or if further progress is to be achieved along lines already defined. 
Iron, copper, lead, zinc, nickel, aluminum, magnesium, and other base metals 
are by definition fundamental to our way of life. Almost equally important are 
such alloying metals as manganese, chromium, molybdenum, and tungsten, which 
are essential to the steel industry. The industrial minerals—limestone, sulfur, 
salt, and fluorspar—supply the raw materials for much of the world’s chemical 
industry ; while the mineral fertilizers, phosphate rock and potash, are of grow- 
ing importance in agriculture. Without these, or effective substitutes, large seg- 
ments of the prospective population of the earth will be condemned to lives of 
misery and degradation.” 

Convincing evidence in support of this broad proposition is found in the tre- 
mendous growth in the world’s consumption of metals and minerals during the 
first half of the 20th century. The significance lies in the fact that this period 
coincides with the phenomenal progress in industrialization of a large segment 
of the social order. The accompanying table adapted from Mr. Keenlyside’s 
paper shows the extraordinary expansion during the period in the use of 18 
of the more important mineral commodities. The ratios between the peak year 
and the annual average, 1901-10, range from 1.86 for lead to 240 for molybdenum. 
Besides lead, the only ratio lower than 2.5 is that for tin, i. e., 2.3. 

One other highly significant statistical contrast cited in the same paper relates 
to pig iron. Whereas the per capita consumption of pig iron in the United States 
in the year 1945 was 790 pounds, the corresponding figure for the rest of the 
world was only 47 pounds. While it is true that conditions were abnormal in 
1945, because of the war, the comparison is striking. Pig iron, as the base of 
steel, is the bellwether of the metals; but the others follow the same pattern 
even though there is variation in the detailed statistics. 
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Many of the steels used for special purposes are alloys with manganese, molyb- 
denum, nickel, chromium, tungsten, and other metals. Most machinery is pow- 
ered by electric motors; 
eannot, effectively, be generated, distributed, and applied. Communication by 
telegraph and telephone depends on copper conductors; and lead is the material 
of which are made “cable-covers” for this all-important phase of business and 
industry. Every storage battery for an automobile contains a substantial amount 
of lead; and there is no satisfactory substitute. Solders, bearing metals, and 
plumbing supplies require large quantities of lead. The airplane would not have 
reached its present stage of perfection except for aluminum and sundry impor- 
tant aluminum. Zine is the partner of copper in the alloys called brass 
and bronze. It is the base of numerous other useful alloys ; and it is the material 
used for protecting all sorts of steel sheets and other fabrications by the process 
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of galvanizing. It would not be difficult to elaborate indefinitely on this phase 
and to catalog thousands of uses for these metals and many others, such as cad- 
mium, magnesium, mercury, tin, and platinum. 

One need only look around to see the multifarious uses of metals and minerals; 
put the following list contains categories that are suggestive of the widespread 
utility of mineral commodities for peacetime purposes. 


Aircraft. 

Automobiles, trucks, and buses. 

Buildings, offices, apartments, ete. 

Communications systems: Telephone, telegraph, etc. 

Containers: Tin cans, barrels, etc. 

Electrical equipment: Generators, motors, transmissions and switchboard 
equipment, etc. 

Farm equipment. 

Furniture. 

Heavy construction; bridges, ete. 

Industrial structures. 

Machinery. 

Plant and factory equipment. 

Railroads, rails, cars, locomotives, etc. 

Refrigerators, ranges, and other household equipment. 

Ships and barges. 

Storage tanks: Water, oil, gas, etc. 

Tools: Hand and mechanical. 

Wire-rope and cable. 


THE QUESTION OF NATIONAL SECURITY 


The underlying consideration here is the fundamental character of modern 
war. The power of a nation today, its ability to safeguard its interests, is not 
measured primarily by its population, its wealth in terms of money, the size of 
its Army and Navy, nor the extent of its stock of weapons, munitions, and equip- 
ment. It is measured more by its capacity for industrialization; and its ability 
to mobilize its industrial strength. This capacity, in turn, hinges on the size, 
competence, and resourcefulness of its technologic, engineering, and managerial 
personnel; on the extent of its industrial plant, using the term in the broadest 
possible sense to include mines, works, mills, factories, transportation systems, 
communication system, etc.; and the availability of essential raw materials and 
basic commodities. 

In September 1948, the Munitions Board, National Military Establishment, 
promulgated the following revised definition: 

“Strategic and critical materials are those row or semi-processed materials 
that are required for essential uses in war emergency, and whose procurement in 
adequate quantities, quality, or time is sufficiently uncertain, for any reason, to 
require prior provision for their supply.” 

Of the 90 commodities listed under this definition by the Board, 60 were metals 
and minerals and included among 30 metals were the following 18: Aluminum, 
antimony, cadmium, chromium (ore), cobalt, copper, iron (ore), lead, magne- 
sium, Manganese, mercury, molybdenum, nickel, platinum, tin, tungsten, vana- 
dium, zinc. 

Among the nonmetallic minerals were the following: Asbestos, beryl, corun- 
dum, diamonds (industrial), emery, fluorspar, glass (optical), graphite, kyanite, 
mica, quartz crystals, talc. 

Absent from the foregoing list are such important minerals as barite, borax, 
gypsum, magnesite, phosphate rock, potash, salt, and sulfur. The reason, of 
ourse, is that the domestic sources of these minerals can be relied upon, partly 
because of the geological characteristics of typical deposits, and partly because 
of the large number of known deposits and their generally wide distribution. 
The reason is not that the mineral commodities themselves are not vital to 
national security. 

Taking a broad prospective, it is clear that the things required effectively 
to promote national security are identical with those required to provide a 
healthy, expanding, dynamic peacetime economy; and, underlying everything 
else, is an adequate, dependable, and continuing supply of metals and other 
minerals. 
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THE IMPORTANCE OF SUPPLIES FROM DOMESTIC MINES 


Taking into account the parlous international situation, few informed people 
will take issue with the proposition that the only sound and sensible course 
for the United States is to maintain itself in a state of readiness to procure 
the largest practicable proportion of needed metals and minerals from domestic 
mines. A good argument can be made for procuring commodities for stockpiling 
by current imports from foreign countries; and indeed this is being done to a 
considerable extent. However the only prudent course with respect to those 
minerals of which this country has substantial assured resources, even latent, 
is to be in position to draw upon these ores as and when they are needed. 

It is held by many that the best possible place to “store” metals and minerals 
for future use is in the ground—in the form of ore. Tax officials have raised 
this question: Is it not unwise to stimulate domestic production by “tax in- 
centives” thereby hastening the exploitation and consequent exhaustion of do 
mestic resources? Critics of the philosophy thus implied protest vigorously on 
the ground that it is based on a profound misconception of the nature of ore 
deposits and of basic peculiarities inherent in the business of exploring for, 
developing, and removing (mining) ores from the ground. These will be de- 
scribed in some detail later in this study. 

Many people unfamiliar with mining clearly hold to the belief that ore reserves 
can be drawn upon at will in much the same way as the $25 billion worth of 
gold bullion, buried in underground vaults at Fort Knox, Ky., might be used 
as a source of metallic gold if gold were needed in an emergency. Nothing car 
be further from the truth, say spokesman for the mining industry. The ex 
ploitation of a “new” mineral deposit is a slow and tedious process. Even after 
the existence of a deposit of importance and size has been disclosed, and when 
it has been explored and delimited by boreholes, the preparation for production 
may require many years. 

If the ore must be mined by open-cuts, the barren overburden must be removed 
before mining of ore can commence. If the work is to be done by underground 
methods, shafts, drifts, cross-cuts, and other workings must be driven to obtain 
access to the ore. Elaborate plants for mining and for treating the ore must 
be designed and erected—and these are time-consuming operations. The only 


dependable source of domestic metals in large quantity is a “going” industry, 
working on developed ore deposits, and staffed by experienced technologie, 
managerial, and laboring forces. 


TRUE MEANING OF CONSERVATION OF MINERAI RESOURCES 


The mining industry objects to the concept that hoarding ore reserves is con 
servation; it contends that the only realistic definition is “purposeful and effi- 
cient production for prudent and beneficial use.” Under this concept future 
needs, as they arise, will be met through 

(a) replacement by alternates, 

(bd) more efficient utilization ; and, most important of all 

(c) continuous discovery of new deposits under the stimulus of sustained 
demand and a healthy economic climate. 

The conservation of soil by the control of erosion; and the conservation of 
forests by the prevention of fires are entirely different concepts. The purpose 
is to prevent waste, useless dissipation, and needless loss. Keeping ore in the 
ground achieves none of these objectives so long as the products of the mines are 
used to good purpose by industrial consumers. 

The mining of ore begets more ore in the same mine and in the same general 
area; mining of ore by a healthy industry stimulates the search for new mines 
and increases the capacity of the industry to produce and to meet the ever- 
growing demand for metals and minerals. The validity of this contention nec- 
essarily rests on the propositions that the domestic potential resources (as dis 
tinguished from measured reserves) are extremely large; that important de 
posits exist: and that they can be found. The reasons for confident belief in 
the truth of these statements will be set forth later in this report. 

Getting back to the basic principle that it is dangerous to rely, in time of war, 
on foreign supplies, particularly those from overseas: experience in World War 
II. when cargo after cargo of vital ores were sent to the bottom of the ocean, 
certainly was an instructive as it was devastating: but there is a still more im- 
pertant factor. Standing out with monumental clarity, is the fact that, in a 
third war, because of enemy control of the countries where ore is available 
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or mining, it might easily be impossible even to load ships with vital materials. 
In other words, the same considerations that so conclusively dictated the estab- 
lishment and implementation of the stockpiling program are directly applicable 
to the contention that the United States should be in a position to obtain the 
largest practicable pert of its needs of strategic minerals from domestic sourees— 
and to obtain that part with promptness, dispatch, and economy. In the con- 
sidered view of the mining industry, the only way to achieve this objective is to 
make certain, to the greatest possible extent, that the industry is active and 
healthy ; that it is constituted of “going” enterprises; and that it is constantly 
expanding. 
DETERIORATED POSITION WITH RESPECT TO “PROVED DOMESTIC RESERVES 

As this in written in 1950, the overall position of the country with respect to 
domestic reserves of ore is precarious; but a vital distinction must be made 
between “proved” reserves and potential resources. Like most generalizations, 
the foregoing requires definition and qualification. It does not mean that a 
famine with respect to necessary metals and minerals threatens in the next year 
or in the next few years, although the early outbreak of a major war undoubtedly 
would strain available reserves. It does not mean that the United States has 
become a “have-not” Nation with respect to mineral resources; or that the 
exploitable mineral deposits within the borders of the country are near ex- 
haustion, although such a conclusion is frequently drawn by the public through 
wisinterpretation of statements emanating from official government sources, 
including the Bureau of Mines. 

Figure 1 is a chart presenting authentic data that, in one form or another, 
has been given currency by the Bureau. It deals with 15 vital metals and 
5 no less vital minerals in the nonmetal group of each of which the United 
States has been an important producer. Such metals as tin and nickel, of 
which the chances are almost negligible that resources of great moment will be 
found in the United States, are not included. The chart dramatizes a situation 
that exists, but that can be drastically improved if the necessary energy, wisdom, 
and effort can be directed to the search for, and development of, new deposits. 

Che critical words in the caption of the graph are “commercial,” “reserve,” 
and “known.” By “commercial” is meant that the quality of the mineral and 
the disposition of it, geologically and geographically, are such that a given 
deposit could be worked profitably using presently known methods of mining 
ind beneficiation. It is assumed that costs for labor, power, and supplies, and 
the market price for the resulting product are all in the general range prevailing 
at the time of the survey. “Reserves” connotes deposits that have been de- 
veloped sufficiently to leave no question as to their existence, in quantitative 
terms, in the crust of the earth. “Know” emphasizes the fact that the estimates 
are confined to deposits that have been uncovered, tested, and actually measured 
with reasonable accuracy. The point to be emphasized is this: The presently 
known, developed, and proved domestic reserves of a large number of critical 
minerals are deplorably low. 

In considering the data presented in the chart, one highly important point 
should be stressed: The fact that the aggregate reserve of a metal is given as 
enough to last for many years can be misleading on the optimistic side. This 
holds particularly for iron ore. The data show 76 years of supply as measured 
by the average annual consumption, 1935 to 1944, of about 72 million tons. 
However, this figure fails to reflect the true position. Nearly two-thirds of 
this reserve is situated in the Southeastern, Gulf, or Western States; and is in 
nowise adaptable for use in “lower lake” and eastern furnaces that are normally 
dependent on Lake Superior and Eastern ores. To lump them with Lake 
Superior ores to determine the number of years supply is wholly unrealistic. 

Che Southeastern ores are low in iron, averaging about 35 percent; relatively 
low in phosphorus, about 0.3 percent; and high in silica, about 16 percent. To 
be syre this is partly offset by the high lime content, averaging about 14.5 per- 
cent. However, these ores are useful largely because of their close proximity 
to an ample fuel supply; and the expansion of nearby markets for finished 
products as a result of the growth of industry in the South. Output of these 
res has never exceeded 9 million tons in 1 year; and since most of them come 
from underground mines the possibility of great and rapid expansion of output 
is distinctly limited. 

The reserves in the Western States are of higher grade than the southern ores; 
but their location precludes any possibility of their use in the furnaces now 
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relying on Lake Superior ores. Although the tonnage is adequate to supply 
western steel plants for many years, the total does not loom large in the long- 
range supply for the steel industry of the United States—even if their use were 
not precluded by the geographical location. Consequently, as a practical matter, 
these ores are not available for steel plants near the “lower lake” ports and the 
eastern seaboard. These plants consume about 90 percent of the iron ore 
mined and the Lake Superior region bas supplied all but a small portion of 
the total 

Tax officials for the respective States report reserves of “merchantable” ore, 
as of the end of 1949, totaling 1,120,000,000 tons in Michigan, Wisconsin, and 
Minnesota. Aa the average rate of shipments from the region, this would 
last 12 or 15 years. At the same time it should be understood that reserve 
tonnages as determined annually by the taxing authorities do not purport to 
represent the total tonnage likely to be recovered from the region. They are 
subject to revision each year; and the record of the past shows that ship- 
ments are partly offset by tonnages developed in the course of mining and by 
new exploration, as well as by improved technology in mining, beneficiation, 
and smelting, which gradually brings submarginal material into the category 
of ore. 
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But the figures of reserves do not tell the whole story for the reason that 
the existence of a given tonnage of ore, even in proved reserves, does not make 
certain that the known deposits can be made to yield enough to meet a demand, 
swollen by emergency, even for a year or two. In the Lake Superior area 
78 percent of the ore has come from open-pit mines; but only 52 percent of 
the reported reserves can be mined by open-cut methods. The proportion of 
the output that must come from underground operations will tend to increase; 
and the expansibility of production will thereby, progressively, be lessened. 

With variations in detail, similar limitations apply to other metals and 
minerals. The characteristics inherent in mineral deposits come into play 
(This point is developed more fully in sec. IV of this study.) Experience has 
shown that the only prudent plan is to establish reserves in many deposits, 
and as far ahead of need as practicable. 

\ significant peculiarity of metal mining is this: The typical prospector 
or explorer does not go out to look for lead ore or tungsten ore; he looks for 
an ore deposit that he hopes will make a mine. The copper mines of the West 
today are leading sources of molybdenum; the biggest molybdenum mine is 
now producing tungsten on a substantial scale—and incidentally some tin. 
The mine that supplied more domestic tungsten than any other during the 
recent war was originally opened and operated for antimony and gold. The 
ores of One important mine yield silver, lead, zinc, copper, arsenic, antimony, 
cadmium, bismuth, and indium in marketable quantities. The point is that 
selectivity on the basis of specific metals in any “incentive” program is neither 
practicable nor particularly desirable. Active and sustained exploration is 
sure to bring to light new reserves of some of the “critical” and “strategic” 
metals; and if, in the process, some of the less urgently required are found, 
the overall economy gains and the public interest is served. 

Figures 2, 3, and 4 are charts showing graphically a highly significant change 
in the position of the United States with respect to domestic production and 
consumption of copper, lead, and zine. These three (at least until the rise 
of aluminum) easily dominated the nonferrous metal industries. With varia- 
tions in detail, the charts dramatize the same story: Dependence by the United 
States during the last 10 years on foreign countries for one-third of its require- 
ments of these vital metals. Prior to about 1930, the United States was a sub- 
stantial exporter, on balance, of copper and zinc; and, though there was a 
small net import of lead, the quantity was inconsequental. 

The important factor in the large expansion in consumption of metals from 
1939 to 1945 was the war. However, the shrinkage since has been only moderate ; 
and barring a depression of catastrophic proportions, the requirements to sustain 
a healthy and expanding economy (taking account also of the increase of popu- 
lation) should be substantially larger than before the war. 

A point of major significance is that, despite the urgency of demand during 
the war (as reflected by the premium-price plans), average production rates 
for copper and zine exceeded those of the period from 1924 to 1928 by only 
a narrow margin. The rate for lead failed to come close to the 1924-28 average. 

The foregoing evidence of (a) the depletion, in general, of proved reserves; 
and (b) the disparity in recent years between domestic production and demand, 
reveals a badly deteriorated position as to proved domestic reserves. The easy 
explanation would be that the heavy drafts on latent ore resources, in the 
last 30 years, had simply depleted them; and that the implications of the have- 
not theory as to domestic resources were correct. If that were true, only limited 
results could be expected from the reactivation of exploration. In the follow- 
ing discussion evidence will be presented to refute this conclusion, and to 
show that the exact opposite is true. 
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LARGE LATENT BUT UNDISCOVERED RESOURCES EXIST 


Without implying by any means that all of the outcropping mineral deposits 
have been found, attention may be turned to exploitable deposits that may exist 
but that do not show on the surface. A vast production may be expected from 
leposits presently known and partly developed; from extensions, laterally and 
it depth, of such deposits; and from deposits, that, though they reach the sur- 
face, for one reason or another have not been developed as yet. However, the 
source of future supply about which some people are skeptical is deposits that 
do not outcrop. What evidence is there that such deposits exist? Are they 
many in number, large in size, and high in quality? The outside layer of the 
erust of the earth that is accessible to the operations of engineers is limited to 
perhaps 20,000 feet; even though drill holes, searching for oil, already have 
penetrated about 18,000 feet below the surface. Broadly speaking, “hidden” 
deposits of ore fall into four types: 

(a) Those that did not reach the surface during the era of plutonic activity 
that formed them originally; and that have not been exposed by subsequent 
structural upheaval or by erosion. 

(b) Those that have been exposed by erosion but that are so altered by 
weathering and leaching that only barren and obscure capping can be seen on the 
surface or in shallow workings. 

(c) Those in ground that has been covered by lava flows or beds of volcanic 
material laid down after the era of ore deposition. 

(d) Those in ground that has been covered, in like sequence, by glacial drift 
or detrital material washed down from adjacent mountains. 

Only by penetration of drills from the surface can the existence of such de- 
posits be proved conclusively ; but a strong case for the fact of such existence 
an be based on geologic science, geologic experience, and the history of mining 
districts. Mineral deposits of economic value have been found all over the face 
of the earth. The types of rocks that have been shown by experience to be 
hospitable to deposits of various kinds are widespread. The United States is 
among the most generously endowed areas of the earth’s surface in the size and 
variety of its mineral deposits. Production has been tremendous; and at least 
two-thirds of the States in the Union have contributed to it in substantial quan- 
tity. To doubt the existence of concealed deposits of great size and value is con- 
trary to the laws of probability and ignores the habit of nature to follow given 
patterns with a high degree of consistency. 

Discussing the subject of potential mineral resources George M. Fowler, con- 
sulting geologist of high reputation, draws attention (Mining Congress Journal, 
December 1940) to the following by way of example: 

“Utah has an area of 82,000 square miles; nearly 90 percent of its ore value 
of more than $2 billion came from three districts: Bingham Canyon, Park City, 
and Eureka (Tintic) with an aggregate area of less than 2,000 square miles or 
about 2.5 percent of the area of the State. 

“Montana’s mineral production exceeds $2 billion and 77 percent of this value 
came from a few square miles around Butte. 

“Arizona’s mineral-preduction to date exceeds $3 billion. The chief mining 
centers, which aggregate only a few hundred square miles in extent, are Bisbee, 
Ajo, Morenci, Jerome, and Miami-Superior. 

“In the Tri-State district (Missouri-Kansas-Oklahoma) mineral deposits are 
known over an area of 2,000 square miles; but more than 75 percent of the 
production of about $950 million came from an aggregate of 30 square miles 
around Webb City, Mo., and Picher, Okla.” 

To argue from the foregoing, for instance, that the 80,000 square miles in Utah 
that, to date, have been unproductive will yield 40 times as much metal as eventu- 
ally will be produced from the mines in the 2,000 square miles now being exploited, 
would be irrational. Geologists know that the chances are remote of finding 
ore deposits in large portions of the area ; but in much of it geologic conditions are 
distinctly favorable for the deposition of ore. It is unrealistic to doubt the 
existence of many deposits of tremendous importance. 

Another approach to the question, is to observe how certain ore deposits that 
have been exceptionally productive could not have been discovered by surface 
exploration if geologic conditions had been only slightly different from those that 
actually prevailed. (The word “slightly” should be interpreted with the realiza- 
tion that geologic processes require millions of years.) 

The following comments on this point from Reno H. Sales, chief geologist for 
the Anaconda Copper Mining Co. (Mining Congress Journal, January 1941), are 
highly significant : 
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“Let us pause to consider a few examples. Had the Butte, Mont., central copper 
area been covered by the 500 to 1,000 feet of the extrusive rhyolite which spreads 
cut over the northwestern part of the district, the picture there today might have 
been one of worked out, abandoned silver-lead-zinc mines such as the Bluebird 
Nettie, Alice and Black Rock, with the presence of valuable copper ores unsus- 
pected. A similar situation would have existed had there been 1,000 to 1,500 feet 
less erosion of the upper portions of the copper veins. When the first prospector 
arrived, he would have found only silver-lead-zine ore above the copper area, 
and perhaps worthless outcrops above the Rainbow and other silver-lead-zinc 
veins. 

“In the Southwest, if Bisbee, Ariz., gulch and the original small Copper Queen 
outcrop had been hidden under a covering of Gila conglomerate or other deposit 
of relatively recent origin, leaving only the Sacramento Hill with its leached out 
cropping visible to the early prospector in that immediate area, one could readily 
visualize the Bisbee camp today as an abandoned porphyry-ore pit with but little 
positive evidence indicating the existence of the tremendous high-grade copper 
ore deposits which have made the district famous. In Utah, only slightly less 
erosion of rhyolite would have kept in reserve the important Tintic Standard 
and North Lily ore bodies; and in the Black Hills, South Dakota, erosion may 
have played a friendly role by removing enough Cambrian rocks to bring to 
light the outcrop of the famous Homestake ore body.” 

In a statement submitted to the Committee on Interior and Insular Affairs 
(hearing, 1949, on 8, 240, etc., page 280) T. M. Broderick, chief geologist for the 
Calumet & Hecla Consolidated Copper Co., writes: 

“The Michigan copper deposits are found over an area of several hundred 
square miles. The top surface of the bedrock, where copper deposits would 
normally outcrop, is concealed practically everywhere by a cover of soil and 
cravel up to over 100 feet in thickness. There is evidence that there may be 
ore bodies which even fail to come through to the bedrock surface so that they 
could not be seen even though the cover of loose material were not present. 
Nevertheless, in the 5 percent or so of the bedrock which was not so covered, 
the known copper deposits were discovered and produced about 10 billion pounds 
of copper. 

“Modern explorers are faced with the problem of discovering the many un- 
known deposits which must exist [italic supplied] under the remaining 95 per- 
cent of the area where the bedrock is concealed.” 

In using the phrase “must exist” Mr. Broderick clearly indicates his own 
considered opinion that the Michigan copper region offers extremely good chances 
of yielding vast additional quantities of copper just as soon as engineers and 
geologists develop effective methods of exploration. His optimism is shared by 
many competent geologists who are familiar with the region. 

In a paper entitled “Tomorrow’s Ore” presented at the meeting of the American 
Mining Congress at Spokane, Wash., September 27, 1949, E. H. Wisser, con- 
sulting mining geologist, dealt at length with the subject of hidden ore bodies 
Among others he cited the San Manuel deposit in Arizona. This huge body of 
disseminated copper ore is covered by a thick bed of Gila conglomerate. A 
mere fringe of the deposit “not worth exploring on its own‘merits” was exposed. 
Some drilling that could be classed as “long-shot” was undertaken; with the 
result that an entirely new and important enterprise has been launched. Gold- 
field (in Nevada) is cited by Professor Wisser as a district whose “ore bodies 
would be lying concealed to this day,” if erosion had “cut down a few scores 
of feet less than it did into the volcanic cover.” 

Addressing the Economic and Social Council of the United Nations on May 4, 
1949, Dr. W. E. Wrather, Director of the United States Geological Survey, made 
this statement: “I believe we can dismiss the first factor (the existence of 
mineral deposits awaiting discovery) with the statement that long before man 
has discovered all the mineral deposits that Nature has created he will have 
ceased to need them.” Although Dr. Wrather had the world in mind, his thesis 
is equally pertinent to the position of the United States. 

It is true that progress in the methods, techniques, and processes of mining 
and of treating ores for the recovery, in usable form, of their valuable con- 
stituents will make possible the exploitation of deposits of progressively lower 
grade and quality. This progress in itself will tend to expand the aggregate 
reserves, in an economic sense. But the most proficient methods are of no 
avail unless the ores themselves exist and have been found. The vital need 
will continue for active exploration for undiscovered deposits; and of those 


found, incidentally, some will be lean and others will be as rich as any hereto- 
fore mined 
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LATENT RESOURCES ARE SUSCEPTIBLE OF DISCOVERY 


In any event, those best qualified to appraise the overall situation are fully 
ronvinced that latent resources in the form of undiscovered deposits in the 
United States are tremendous and widespread. These hidden deposits, of 
ourse, will do nothing to replenish supplies unless they can be found. Do 

ozists, geophysicists, geochemists, and mining engineers possess the imagi- 
m, the resourcefulness, the artistry, to find them? 

Here again positive proof is lacking; resort must be had to rationalization 
and the lessons of experience. The fact is that, up to the present moment, the 
time and effort (and money) devoted to the search has been meager. Observa- 
tion and study of scores of known mining districts has built up a creditable body 

geologic knowledge; but it is by no means as complete as it should be. It 
has never been applied in an organized or systematic way to select, for in- 
tensive exploration, the most favorable areas in great regions of potential mineral 
alue. New techniques and methods, new mechanical devices and electrical in- 
ruments are needed. Geologic enterprise is crippled without such tools in the 

rch for hidden ore deposits. 

With respect to petroleum the story is different; and this difference, signifi- 
untly, gives firm ground for optimism. Twenty-five or thirty years ago the 
dustry faced the dire necessity of finding tremendous quantities of new oil 

was to survive. Indiscriminate wildcatting entailed prohibitive costs. The 
idy and correlation of structural geology from the surface had about reached 

s limitations. The solution came in the development and application of an art 

led geophysics, whereby the geologist was enabled to translate his structural 

iminations thousands of feet underground. Progressively, new methods and 

w electrical and mechanical instruments of intricate design and extreme sen- 
itivity displaced older ones. The ingenuity of thousands of able men was 

centrated on the work. Many millions of dollars were spent in research, 

Vithout going into detail, the results may be stated in a sentence: In spite of 
iily and annual production rates, over the years, that would have seemed 

ntastic in 1920, the “proved” reserves are greater today than ever in history; 

d many of the new fields are in regions that were not even suspected of being 

bearing in 1920. 

Now, of course, the problem of X-raying and probing the crust of the earth 

vithout actually boring holes) in the search for metalliferous ores and other 
solid minerals, presents far different and more difficult problems than those 
posed by the search for promising oil structures. Nevertheless some success 
already has been achieved and progress in many directions has been made. The 
‘ollowing paragraphs from a statement by Samuel G. Lasky (Search for New 
Mineral Supplies: Hearings, Senate Committee on Public Lands, May 1947, 

198) are indicative of what may be expected: 

Established magnetic methods have direct application in the discovery of 
naturally magnetic materials, such as ores of iron, titanium, and chrome, and 

nonmagnetic materials where associated with magnetic ones, as in the suc- 
cessful exploration of the deep-lying, gold-bearing conglomerates of South 
Africa. Established gravity methods are usable in the search for iron ore and 
chromite; and, in the opinion of some geophysicists, for deposits of lead and 
ne under specially favorable geologic and topographic conditions, as in the 
Mississippi Valley. Electrical methods are useful in prospecting for sulphide 
re bodies, which are better electrical conductors than the enclosing rock and 
which by weathering generate feeble electric currents in the earth. 

“In addition to the established methods, however, there is an expanding field 
for research, not only along the lines of established methods but also along new 
lines; in seeking ore by direct discovery and in seeking it indirectly through 
correlating the geophysical with the geologic studies; in searching out deposits 
in known mineralized areas; and in searching for deposits covered by younger 
rocks. The search for unknown districts or extensions of known districts under 
cover is an especially attractive field and the work being done on taking observa- 
tions from the air is an especially attractive component thereof. Some geologists 
believe that gravimetric and induced electromagnetic, as well at naturally mag- 
netic fields, can be measured from the air. The least hope in this connection 
is that concealed mineralized areas might be located thus.” 

When one contemplates the achievements of scientists in the varied branches 
of electronics he is justified in concluding that the problems involved in the 
detection and measurement, and in the determination of the composition (to 
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some extent at least), of hidden ore deposits are susceptible of human solution 
The only requirement is the incentive of economic necessity. Heretofore, that 
necessity has not been sufficiently insistant; but the time is rapidly approaching 
when it will be. To doubt that the need will be met is to underestimate the 
resourcefulness of scientists, technologists, and engineers. 


EXPLORATION IS LANGUISHING DANGEROUSLY 


It has been shown that the present position as to proved domestic reserves 
is drastically deteriorated; and is precarious with respect to many metals. It 
also has been shown that, in all likelihood, vast deposits exist and that they 
are susceptible of discovery if enough effort and skill are applied to the search 
The only valid conclusion is that such effort and skill have not been and are 
not being applied—in other words that exploration is languishing to an extent 
that threatens the public interest. 

What corroborative evidence can be cited to substantiate this conclusion? 
The fact is that the great bulk of metals produced in the United States in recent 
years has come from mines and districts that were first exploited a generation 
or more ago. The number of moderately large mines that can be called “new’ 
is small indeed; and the number of new districts is still smaller. In a paper 
published by the American Institute of Mining Engineers (Mining and Metal- 
lurgy, April 1948) Ira B. Joralemon, well-known consulting geologist, lists 16 
properties of substantial size that came into production in the United States in 
the preceding 10 years. 

His purpose was to demonstrate that exploration had resulted in the discovery 
of important “new” deposits; and consequently it may be assumed that he 
combed the records thoroughly and overlooked nothing of real consequence 
An analysis of his findings, however, shows that not more than four or five 
(the most important being San Manual, in Arizona, already mentioned) can be 
regarded as “new” in the sense that the same general area had not been subject 
to previous exploitation. Even San Manual has close neighbors that have been 
important producers for many years. In his list Mr. Joralemon includes de- 
posits of fluorspar and the following metals: copper, lead, zinc, antimony, tung 
sten, quicksilver, cobalt, and molybdenum. His survey was comprehensive as 
well as reliable; and the meager number of “new” finds is prima facie evidenc 
of inadequacy in the volume of exploratory effort in the past. 

Another approach to the question is to compare exploration activity in the 
period since the war with that of earlier periods; and one index of this activity 
is the number of properties presented to the large corporations that are known 
to be in the market for promising new ventures. A property (even an “old” one) 
is not likely to be presented unless the owners have recently done some ex- 
ploratory work that has improved the outlook and enhanced the potential value 
of the property. Consequently the number of “presentations” is at least indica- 
tive of the activity of “small” enterprisers. The following figures are averages 
computed from data compiled by the United States Smelting Refining and Mining 
Company from its systematically-kept records: 

Number of 
presentations— 
5-year period: annual average 
1926-30 
1981-35 
1936—40 
1946-49 


Recently the United States Bureau of Mines undertook a survey designed 
to obtain further evidence as to the relative volume of exploration in 1949 and 
in two decades (a) 1921-30; and (0) 1931-40. A short questionnaire was 
addressed by Director Boyd to the State Geologists of 30 of the States in which 
mining is of some moment. Replies were received from 23 States; and in 
addition 12 field engineers of the Bureau complied with requests to express 
their views. The replies were qualitative rather than quantitative; and neces- 
sarily are based on judgment and general knowledge of activity, in the respective 
areas of the respondents, rather than on statistics. 

However, the following general conclusions have been drawn by the author 
of the study from a careful examination and evaluation of the replies, as 
reflecting a composite situation. 

1, Exploration activity for iron ore in 1949 is greater than in either of the 
two specified decades. One reason is recent favorable State tax legislation 
involving iron ore in both Minnesota and Michigan. 
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2. Exploration activity for deposits of nonmetallic minerals, as a group, is 
vreater than at any provious time, largely because of the varied and expanded 
use of such raw materials. Exploration in the 20’s and 30’s in general was 
asual and desultory ; today it is marked by some degree of system and organ- 
zation and the volume has increased. 

3. Exploration activity for nonferrous matalliferous ores, as measured by 
the number of projects of consequential scope, can be indexed on the basis of 
10 for the first period about as follows: 
ndex of activity : 

1920-29 
1980-39 __ 


{. Exploration is being conducted and financed for the most part by the large 
established mining companies; and in some regions exploratory work by others 
is nonexistent. On this point agreement was unanimous. 

In a recent report the Bureau of Land Management (Department of the 
Interior) presented a chart showing the number of mining-claim patents 
issued each fiscal year from 1867 to date. In 1904 and 1905 the average was 
29475: and since then there has been a relatively steady decline, the average 
for the 4-year period 1945 to 1948, inclusive, being fewer than 50 per year. 
Many factors contribute to this result, in addition to inactivity in prospecting 
and exploration for ore deposits; but the data are significant. 

No claim is made that any single piece of evidence is conclusive; but it is 
all indicative; and it all tends to sustain this proposition: That a vital factor 
n the dangerous inadequacy of proved domestic reserves is the low current 
volume of exploration. 


ADEQUATE EXPLORATION REQUIRES PARTICIPATION OF HUNDREDS OF ENTERPRISERS 


The considered opinion of most people with long experience in the mining 
business is that the dearth of exploration will be corrected only by the participa- 
tion of many hundreds of private enterprisers in the search for new ore. Lacking 
this, adequate reserves will not be built up. 

A corrollary to this premise is that the great majority of the adventurers 

will fall in the category of “small” or “medium-sized.” This is true for the 
simple reason that there are only 20 to 25 “big” corporations in the business; 
and big corporations do not spring up overnight in any industry—least of all 
in the mining industry. Here again, the petroleum industry is an exemplar of 
successful and effective practices. Exploration for oil is not the exclusive 
field of a score of big companies. Adventuring partnerships, syndicates, asso- 
iations, and small corporations have participated actively in the search for 
oil. They, according to the estimates of those best qualified to judge, have 
done at least three-quarters of the “wild-catting’ and have found that propor- 
tion of the new pools or fields. 

With respect to mining, large corporations have almost never made new dis- 
coveries for the evident reason that until recently “primary” prospecting has 
seldom been undertaken by such corporations. (To this statement, a notable 
exception is the search for iron ore. The major companies have been active, 
one reason being the relatively high cost of exploration for iron deposits.) 
Agreement is general that the day of the lone prospector, roaming the hills 
with a burro and a pack, has passed. Fundamentally, the reason is that most 
of the outcropping deposits already have been found. Another reason is that 
the cost of everything—steel, tools, dynamite, food, transportation—has gone 
up. In the past a “grub stake” of $500 more than once financed a mine. Ore 
was found at the “grass roots” and shipments could start at once. Today, an 
investment of $20,000 or $25,000, or even much more, may be necessary to launch 
a new enterprise. This calls for a new type of financial arrangement. 

But the fact remains that “independent” groups—syndicates, associations, and 
particularly small corporations—must play a prominent role. The long-range 
suecess of exploratory effort will depend upon the impact of many minds, many 
views, many philosophies, many approaches to the search for, and initial develop- 
ment of, new ore deposits. Reliance must not be placed on a few groups, even 
if the few consist of large, established corporations. It is not suggested that 
the big corporations should not expand their activities; but it is urged that new 
enterprise is needed, in addition. Taxing officials raise this auestion: Will 
not the search for hidden deposits with scientific methods be too expensive 
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for “small” enterprisers? As already indicated, the financial resources of the 
association or corporation undertaking the work must be substantial; but the 
position taken by the industry is that, in the absence of barriers that now 
exist, the business of searching for new mineral deposits would be attractive 
to many enterprisers in addition to the “big” companies. Any action by the 
government agencies to remove or lessen such barriers would be a long step 
in the right direction—and clearly in the public interest. 
















IlY. DisTINcTIVE CHARACTERISTICS INHERENT IN THE BUSINESS OF MINING 





Although the business of mining is like other businesses in many respects, 
it possesses a few unique and sundry singular characteristics that distinguish 
it from most other kinds of enterprise. Though there are exceptions, most 
legislators and many tax administrators lack a clear conception of these peculi 
arities. It may therefore be useful to summarize seven of them, indicating the 
manner in which they relate to the matter of taxation. 
















1. “exten” 





HAZARDS OF THE MINING BUSINESS 





A mining enterprise is subject to various “extra” hazards from which others 
generally are free. Like other businesses it faces such risks as labor troubles, 
incompetent management, marketing problems, competition, disaster, etc.; but 
in addition, it has peculiar risks arising primarily from the vagaries of nature 
in disposing ore deposits in the ground—geographically and geologically. 

A. Initial exploration of a new prospect is risky even if surficial signs 
suggest the presence of ore. The adventurer must follow many false leads 
Ife rates himself lucky if 1 in 100 likely-looking prospects develops into a profit 
able mining enterprise. The conservatism of this ratio can be supported by the 
actual records of experienced and judicious mine developers. In some way, the 
cost of failures must be paid for; and, if the mining business is to endure, 
the required funds must come from the profits of successful ventures. 

Tax laws should take cognizance of these conditions; and of particular im- 
portance are the provisions of the Federal income tax. 

B. Engineers cannot determine accurately in advanace and in detail the 
quantity and quality of the material in an ore deposit. Such determination is 
less difficult (though exceptionally expensive) with respect to large and relatively 
homogenous deposits such as the “porphyry” copper ores of the Western States 
and the iron ores of the Lake Superior region; but at best it is fraught with 
uncertainty. Ore bodies in the form of veins, lodes, and thin lenticular beds 


(which far outnumber the others) cannot be delineated or evaluated far in ad- 
vance of mining. 

























Even after a “going” enterprise has been established nature may unexpectedly 
bring an end to the profitable life of the property. Unforseen “faults” (geologic 
phenomena, not human!) may cut off the ore body; veins may “pinch out”; or 
the metal content of the ore may drop sharply as a consequence of geologic 
processes operating 100 million years ago. 

These conditions complicate the problems of appraising the ‘fair market” value 
of a mine for ad valorem property taxes; and also, as will later appear, were 
important factors in causing the introduction of “percentage” depletion for the 
determination of the Federal income tax. 






2. GEOGRAPHY OF MINING OPERATIONS 





The industrial process of removing the ore from the ground, and usually the 
initial treatment of it, must be conducted at the site of the deposit. And, in the 
geographic distribution of deposits, Nature has paid no heed to the availability 
of transportation facilities, fuel, or electric power; to the proximity of sources 
of machinery, equipment, supplies, ete., or of competent operation personnel 
Most mines are found in areas that are sparsely populated, frequently remote 
from civilization. Among the consequences of these characteristics are: 

A. Unusual social, political, and economic conditions prevail; and these have 
inherent effects on problems of taxation, particularly with respect to State and 
local levies. 

B. Unlike the typical manufacturing enterprise that purchases its raw mate- 
rials currently, a mining enterprise (and frequently the community dependent 
on it) normally ceases to exist when its ore deposit is exhausted. This cir- 
cumstance has a bearing on the problems of taxation. 
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C. Plant, machinery, equipment, and improvements usually have inconse- 
quential salvage value. They are almost worthless except in relation to a spe- 
cific deposit ; and equitable taxation should take this circumstance into account. 


8. SHUTDOWN EXPENSE 


The shutting down and temporary suspension of any industrial operation in- 
volve expense. But with a mine, this expense is greatly accentuated because 
of the high cost of maintaining shafts and other underground workings. In 
“heavy” ground, expensive retimbering is a continuing process, just as neces- 
sary when a mine is not producing as when it is. Often an important item of 
shutdown cost, is the operation of an underground pumping plant that keeps the 
workings unwatered. Another unusual result of the suspension of operations 
arises Where the mine is isolated and the operating company is the only indus- 
trial employer in the community. If operations stop, employees must either be- 
come idle or go elsewhere. Because of the physical cost of shutting down, and 
the hardship caused to the community, operations often are continued even when 
the profit-and-loss account shows “red” for the time being. In contrast an 
ordinary manufacturing enterprise would discontinue production; and thereby 
avoid or greatly reduce actual losses. 

The foregoing is one of the pecularities of the mining business that contributes 
to the erratic earnings (or losses) from year to year. It is one of various reasons 
why the mining business merits special consideration in connection with the 
carryover of losses in the computation of its income-tax liability. Moreover, 
it has an important bearing on the valuation of a mine for the purpose of local 
ussessment. 


4. LIMITATION OF EXPANSIBILITY 


Che question often has been asked: Why should the Nation feel grave concern 
over the supply of a metal when the assured reserves in the ground are adequate 
for 10 years or more at any probable rate of consumption? 

One answer lies in singular characteristics of ore deposits and of mining 
operations. If the supply were in the form of metal, in warehouses, no problem 
would exist. It would simply be a matter of providing transportation to the 
point of use. Even if the reserves are still in the ground as ore, it might be 
argued, it is only necessary to provide additional mining plant and reduction 
works, just as one would build facilities—one plant or a deven—for the pro- 
duction of, say, cartridges required to meet a huge war demand. The difference 
s that the raw materials for the cartridges are purchased and brought to the 
plant as needed; the raw material for mining operations is in the ground; and 
the rate at which it can be mined is restricted by conditions imposed by nature. 
rhe theater of activity is physically limited in size; operations must be under- 
taken in sequence. Neither a cartridge factory nor any other manufacturing 
enterprise faces a comparable limitation. 

This characteristic underscores the essentiality from the national viewpoint 
of maintaining an overall reserve, that, to the laymen may seem excessive; 
and in having this reserve in many deposits instead of in a relatively few. It 
emphasizes the need for exploration on an adequate scale and far in advance 
of the day when the metals or minerals will actually be required to meet the 
demands of the economy. Due regard for this peculiarity on the part of public 
officials charged with the enactment and administration of tax laws is certainly 
in the public interest. 

5. NEED OF A “GOING” INDUSTRY 


To an unusual degree it is necessary that the mining industry consist of active, 
“going” enterprises. This is essential if it is to meet successfully hugely ex- 
panded demands that would be put on it by serious threat of an impending war— 
or by war itself. 

Among the reasons are these: 

A. The business requires highly specialized personnel in management, in 
engineering and technologic control, and in actual routine operation. For ex- 
iunple, experience has shown repeatedly that workers of reasonable competence 
in other industries cannot be readily “converted” to underground miners. In 
many ways the work is unique; and proficiency is acquired only through long 
practice. The entire organization must be experienced in the business, if it is 
to function effectively. 
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B. Experience has shown that the time elapsing between the demonstratio: 
of the existence of a workable ore deposit and production from it on a sub- 
stantial scale may be 3 to 5 years, or even longer. Mine development (stripping, 
shaft-sinking, undercutting, etc.) ; erection and equipment of necessary min 
plant below ground and on the surface; technologie research on ore treatment 
(each ore presents special problems) ; and the design and construction of con 
cventrating and reduction works—all are consumers of time. If the deposit is 
in a remote region or an unsettled locality, the provision of transportation and 
puwer, and the building of a town may be necessary before other work can be 
started. A site for a factory can be chosen where such things are readily 
available; the site for a mine plant must be the place where nature put the 
deposit. 

The notion entertained by many that a known deposit of copper ore (for 
example) can be drawn upon for blister copper in a relatively short time is far 
from the fact. 

Only a thriving, active, expanding, mining industry can be relied upon to 
contribute adequately to the supply of metal needed to wage war. This is one 
measure of a sound program for National Security; and it underscores the ne 
essity of a sound tax structure that would avoid impositions that “unnecessarily 
obstruct, retard, or injure legitimate industry and business.” 


6, SOURCE OF NEW WEALTH 


Mineral-producing enterprise adds virgin wealth to the economy. In this 
respect it is like farming except that the wealth is more permanent. New metals 
and new minerals are the raw materials of most construction, building, and 
manufacturing. The mining industry is a user of machinery, supplies, power, 
and transportation. The mining business, itself, is an important employer of 
workers of many kinds. It is a source of much revenue freight for the rail- 
roads. It stimulates industrial growth and business expansion; and thereby, 
significantly generates new and greater sources of tax revenue. 

It can be argued that any productive enterprise—a manufacturing establish- 
ment for example—contributes to the expansion of the general economy in much 
the same way. But mining must be recognized as being the foundation of the 
industrial structure; and an adequate supply of mine products at reasonable 
cost stimulates the whole economy to an extraordinary degree. For this reason 
spokesmen for the mining industry place special emphasis on that criterion of 
a sound tax system: “minimum injury and hardship to a vital industry’. 


7. NONRENEWABILITY OF ORE DEPOSITS 


Few phenomena in this world can, with precision, be called unique. One 
that can, is the attribute of every ore deposit described as “nonrenewability.” 
In this respect minerals differ from commodities in the animal and vegetal 
kingdoms. A new forest can be grown in 50 years; but an ore deposit will 
require 50 million years or more. Although the geologist processes that produce 
ore are operating today, they are much too slow to have any practical significance. 
Accordingly, every mine is eventually depleted; and usually in a relatively 
short time. 

The removal of each ton of ore depletes the basic capital of a mining enter- 
prise—its ore deposit. An ore deposit is a wasting asset and this unique 
characteristic has an important bearing on taxation, in several respects. Among 
them are the following: 

A. Consider a corporation owning and exploiting a single property: its sole 
basic asset is the ore deposit. The corporation does not contintusly purchase 
raw materials or merchandise in the open market for manufacture or resale, 
according to practice in most kinds of business. Other corporations perpetuate 
themselves indefinitely ; the corporation operating the single property consumes 
part of its capital with every ton of ore it extracts; and takes one step nearer 
the end of its life. 

Consequently amounts of money distributed as dividends are in part true 
income and in part a distribution of capital. The explicit intent of the Federal 
income tax is to avoid taxation of capital; and the provisions for depreciation 
and for depletion allowances in the statute are designed to exclude capital from 
taxation. However, people in the mining business contend that frequently the 
intent of the law is not achieved; that in practice distributions that are, in fact, 
return of capital are taxed as income. They seek correction of this weakness. 
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B. Nonrenewability of ore deposits profoundly affects the position of an 

dividual who is considering investment in a new mining venture (typically 
through the medium of a “small” corporation). 

If the enterprise is to be a financial success from the standpoint of the in- 
dividual shareholder it should eventually yield enough over and above taxes to 
(a) return the capital investment in full with “going” interest; and (b) return 
n addition a profit sufficient to compensate for the many inherent risks. The 

cidence of the Federal income tax has an important bearing on the attractive- 
ness of such investments. 

(. State and local tax authorities find themselves faced with special and 
complex problems because of the certainty that any given mine must eventually 
be exhausted. No other kind of business presents the same difficulties to sound 
and just taxation. 


SUM MARY 


The position of those engaged in the business of mining (and of those that 
are potential participants) can be summarized in the following propositions, 
most of which have been discussed in the preceding pages: 

1. Metals and other minerals are the lifeblood of the peacetime economy 
and the sinews of war. Lacking adequate mineral supplies, all industry is 
impotent, 

2. Because of the parlous international situation, minimum reliance should 
e placed on supplies from overseas. 

3. Sustained and adequate production depends on the constant maintenance 
of known and available reserves. 

1. Domestic reserves (as contrasted with latent resources) are, in general, 
dangerously low. 

5. Latent domestic resources are vast and widespread, principally in the form 
of “concealed” deposits. 

6. Such “concealed” deposits are susceptible to discovery by scientific methods 
xploration. 

Because of the nonrenewability and limited life of every deposit, sustained 

id aggressive exploration is essential. 

8. Exploration for most metals is, in fact, languishing. 

9 Effective exploration and development depend on the active participation 
of many hundreds of private enterprisers, most of whom necessarily will be 
newly organized and will fall into the category of “small.” 

10. Mining creates virgin wealth, and, in so doing, stimulates all industry; 
increases employment; expands business; and generates new sources of tax 
revenue, 

11. The business of mining has distinctive characteristics including extraor- 
dinary financial] risks that differentiate it from other kinds of business; and 
Warrant special tax treatment in various particulars. 

12. The prospect of financial reward in the mining business is too slim, today, 
to attract needed venture capital; but modification of tax laws and procedures 
would greatly brighten this prospect. 

13 Only a dynamic mining industry constituted of sound “going” enterprises 
can be relied upon to meet demands imposed by an adequate program for 
national security. 

14. On the basis of the foregoing, spokesmen for the industry contend that it 
is the clear duty of public officials, responsible for the enactment and administra- 
tion of tax legislation, to reexamine the impact of taxation, in all its aspects, on 
the mining industry. 
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IV. Impact or State AND Locat TAXES ON MINING ENTERPRISE 


Most of the basic material for the following discussion of State and local 
taxes is summarized in the accompanying series of “digests.” Bach deals with 
the taxes, other than “payroll” and minor excise taxes, to which mining enter- 
prise is subject in one of the following-named States, in each of which the ex- 
ploitation of mineral wealth is of substantial importance: Alabama, Arizona, 
Arkansas, California, Colorado, Idaho, Illinois, Kentucky, Louisiana, Michigan, 
Minnesota, Mississippi, Missouri, Montana, Nevada, New Jersey, New Mexico, 
New York, Ohio, Oklahoma, South Dakota, Tennessee, Texas, Utah, West Vir- 
ginia. 

Personal interviews and consultation with local and State officials of 12 of 
the States were supplemented by correspondence. With respect to the 13 others, 
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information was obtained solely by written correspondence. Bach of the digests 
has been reviewed by one or more tax officials in the respective States ; and accu 
ractely reflects the status of mine taxation in 1948, unless specific reference js 
made to provisions enacted subsequent to that time. In addition to voluminous 
correspondence, the officials were generous in supplying published reports, printe 
forms and other material—all of which was put to good use. A few genera! 
observations will serve as a background for the digests and for a more detailed 
discussion of certain phases of the matter. 


GREAT DIVERSITY OF TAX 







STRUCTURES 


At the outset one is struck with the utter absence of uniformity in tax stru 
tures, as they apply to mining enterprise, of the different States. Even when tw 
States impose the same types of taxes, details, both statutory and procedura 
are likely to vary widely and significantly. 
of similarity are the following: 

1. The relative importance, taxwise, of the business of producing minerals 
varies as between States. In some it is overshadowed by other kinds of business 
and little attention has been paid to the taxation of mines. The recognized 
difficulties inherent in appraising unmined ore deposits have made it all the 
easier to take the course of least resistance. New 
Alabama are typical of this general attitude. 

2. In some States the policy, openly recognized, is that mining enterprise 
should be subject to a tax burden somewhat higher than normal. The basis 
for this position is the so-called natural heritage (alternatively, the “common 
heritage”) theory. Under this conception the State has a vested interest in 
mineral resources ; and the company engaged in exploiting such resources should, 
through taxation, share generously with the State the fruits arising from the 
fortuitous circumstances of the existence of ore. Minnesota and Texas ar 
conspicuous among the States in which this concept forms the basis of tax policy 

3. In sharp contrast to the foregoing is the concept that the mining business 
is entitled to a favorable position, taxwise; on the ground that the active and 
widespread development of the mineral resources of the State is definitely and 
clearly in the public interest. Likewise some consideration is given to the 
extra fin ncial hazard associated with mining enterprise. Missouri, Tennessee, 
and Nevida are among the States that lean toward this point of view. 

4. In some States the taxation of mining enterprise has been a political issue 
and the relative burden of taxation has been gradually but significantly in 
creased. Mining has been regarded as “big business” oftentimes characterized 
by “absentee” ownership; but more important, its potential voice at the polls 
has not been of sufficient moment to influence legislators or tax administrators. 


Again it may be noted that politics often overshadows economics in the matter 
of taxation. 








Among the reasons for the absence 








York, New Jersey, and 


















MULTIPLICITY OF TAXES 


One marked tendency is to legislate new kinds of taxes for imposition on the 
mining industry. Whereas, a generation ago, almost total reliance was placed 
on the property tax many States now impose 4 or 5 different kinds of taxes, It 
should be noted, however, that a multiplicity of taxes does not necessarily result 
in an overall tax burden on a given mining enterprise, higher than the same 
enterprise would bear in a State having only 1 or 2 taxes. The new tax most 
frequently imposed is the so-called severance tax wherein the measure is the 
physical quantity of marketable material taken from the ground, or the gross 
market value of such production. 













ERRATIC VALUATION FOR PROPERTY TAX 










Any careful examination of the subject must cause amazement at the ex- 
tremely wide range in the assessed value, for the purpose of the property tax, 
that would be placed on a given mine in different States or even in different 
counties of the same State. Coupled with the technical difficulties entailed in 
the appraisal of an ore deposit, are divers political, social, and economic pres- 
sures to which taxing and assessing authorities are exposed. When the full re- 
sponsibility is placed on a relatively low-salaried county assessor, it 
strange that results are erratic. 







is not 
In this connection, however, it should be noted 
that the whole procedure for the appraisal of property of every kind, for the 











igests 
accu 
ce js 
inous 
‘inte 

nera| 
tailed 


tru 
1 twr 
ura 
sence 


arals 
iness 
nized 
the 
and 


prise 
AaSis 
mon 
it in 
yuld, 
the 
are 
liey 
ness 
and 
and 
the 


see, 


sue 
in 
zed 
olls 
Ors, 
ter 


STOCKPILING STRATEGIC AND CRITICAL MATERIALS 911 


pose of the ad valorem tax, is irrational, confused, and chaotic. This is a 
considered opinion expressed repeatedly by students of the subject and by tax 
officials; but it is only fair to note that the difficulty has been aggravated by 
the extraordinary advance in all money values in the last decade. 


GROWING PRESTIGE OF STATE TAX COMMISSIONS 


Partly in recognition of the chaotic conditions that characterize the adminis- 
tration of the property tax at the county and local level, legislation in recent 
years has added greatly to the authority and prestige of State tax commissions 
in many States. Today they function in 41 States and their authority over 
county assessors and local tax officials has been greatly increased. One of the 
functions frequently assigned by law to a State tax commission is the appraisal 
of mineral deposits for the purpose of the property tax. 


FOUR TYPES OF TAXES ON MINING ENTERPRISI 


Examination of the statutes of the different States discloses a wide variety 
of legal designations for taxes to which mining enterprise is liable. However, 
excluding taxes on payrolls (for various “social security” purposes) and sundry 
excise taxes, all of the major levies can be placed in one of four broad cate- 
gories depending primarily on the “basis” of the tax. The four categories are: 
(1) Property, (2) income, (3) franchise, (4) severance. 

The first three are essentially the same as those for any kind of business; 
except that the method for determining the assessed valuation of mining prop- 
erty may be different, by statute, from that used in appraising other property. 
The fourth tax applies only to taxpayers engaged in the exploitation of “natural 
resources” —primarily minerals and forest products. Of the two, mineral pro- 
duction is by far the more important. 

The significant characteristics—basis, measure, and rate—for the four taxes 
may be listed as follows: 

1. Property tar—The basis for the tax is the ownership or possession of real 
and personal property. 

The measure is the “full and true” or “fair market” value—the current price 
in money that a willing purchaser would pay to a willing buyer in a bona fide 
sale 

The rate is expressed in mills per dollar of assessed valuation. It fluctuates 
from year to year, being the aggregate of mill rates fixed by various local taxing 
authorities. 

2 Income taz.—The basis for the tax is the realization of profit, earnings, 
or income by the enterprise. 

The measure is the “net” income computed by making statutory deductions, 
representing the expense incurred in producing the income, from the “gross” 
income from the enterprise (usually accruing during the preceding fiscal year.) 

The rate is a percentage fixed by statute, occasionally on a sliding scale. 

3. Franchise tagr.—-The basis is the “privilege of doing business” in the State. 

The measure normally is the “true worth” of the business as a going con- 
cern; usually computed from the capital stock, surplus, and reserves as shown 
on the balance sheet of the enterprise. 

The rate normally is expressed in dollars per thousand dollars. 

4. Severance tar.—The basis of the tax is the privilege of extracting or sever- 
ing from the ground a natural-resource product. For mining this, of course, 
means ore. 

The measure is the gross output expressed in tons, pounds, barrels, ounces, 
etc.; or alternatively the gross market value in money of such minerals at the 
time and place of severance. 

The rate in the first instance is expressed in dollars and cents per physical 
unit; in the second instance, in percent of the money value. Each rate is fixed 
specifically by statute. 


DIGESTS OF TAXES IN 25 STATES 


Before undertaking to discuss the advantages and disadvantages, the merits 
and faults of the various types of tax, brief digests will be made of the tax 
“structure” as it applies to mining in each of 25 States. In each instance it 
will be understood that such “payroll” and excise taxes as may apply are not 
considered. 

Necessarily the data on assessment ratios (other than those prescribed by 
law) are based on someone’s opinion However, in each case the figures have 
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come from ofticials in the respective States Who have access to the best AaVailah| 
information and Whose judgment should be food. In many instances Wide range: 
are indicated this being a reflection on the chaotic conditions Prevailing 
in the administration of property taxes. Accordingly, the data Should be Viewed 
4s “informed conjecture” rather than Provable fact. 


Digest of Alabama tares 


Mining enterprise in Alabama is Subject to the 
(2) income, (3) corporation franchise, (4) 
l. Prope rty !ax.—Surface, 
deposit are appraised by loc 
that provide by statute for 
that “aly taxable property within this Sta 
of taxation 4s 60 percent of its fair 
ratios used jn practice 
all Classes. 


following taxes: (1) P 
Privilege license 
mine Plant, and improyer 
al tax assessors. 
a fractional] 


roperty, 
(severance ). 

nents, and the unmined 
Alabama is one of the fey States 
assessment ratio. The law Provides 
tes shall he 4tssessed for the Purpose 
and reasonable market value.” Howeye; 
are substantially less than 60 Percent, for Property of 
Experienced engineers are not employed by the State or counties 
to appraise ore deposits : and, according to tax Officials, the tendency igs to under- 
value them as Compared with other rea] Droperty. (It should be noted, however 
that Alabama has a Severance tax which imposes an “extra” burden on mining 
enterprise, ) Actually, mining plant, Surface rights and unmined ore are prob. 
ably assesseq at not more than 35 to 40 Percent of “fy]) and true value.” The 
maximum tax rate, School] district, county, and Municipality 


including State, 
IS about 25 mills; and a typical rate applicable to most mining Property would 


be 29 mills, 


<. Income tar.—A]] industria] Corporations are 
Tax; and the basis is Similar to that of the Fe 
“percentage” depletion is not an allowable 
Federal] taxes are deductible. TI 


3. Corporation franchise tav.—The measure of this tax is the Capital stock 
issued and outstanding - and the rate is uniform at $2 per thousand. 

4. Privil, ge license (severance ) tar.—The measure of this tax is the tonnage 
of ore Produced, Iron ore ig taxed at the rate of $0.02 per long ton, and coal 
aC $0.015 per Short ton. It is assumed that Ores of other metals would }y 
taxed at at least $0.02 per short ton. The rate for oil and £48 is 4 percent 
{reduced from 6 percent in 1949) of the Value at point and time of Severance 
Digest wo; A 


Subject to the State income 
deral income tax except that 
deduction. “Cost” depletion and 
le rate ig uniform at 3 percent, 


rizona taxes 
Mining enterprise jin Arizona is Subject to the following taxes: (1) Property, 
(2) income, (3) sales (severance), 
l. Property tar,- Theoretically the assessed Valuation of a 
is determined by computing the present worth of the expected annual profits 
over the estimated life of the property by the S0-called “Hoskold” method : 
and this method has been approved by the courts. In recent years, however, 
the method “actually in use has been “negotiation” between the taxpayer and 


the State tax commission that has the responsibility of assessing producing 
mining enterprises. The valuations to the county 


mining property 


commission certifies the 
assessors. 

The mine plant and r 
“ssessor; but in practice the Overall] 
is reduced by the amount of the valu 
assessed valuation of the enterprise is in reality deter 

By “common consent” (rather than by law) a 
year a gross metal value of less than $50,000 is 
except for its plant and a nominal tax on the 

Arizona law calls for assessment at 
ratios in different localities 


eduction works (if any) are appraised by the county 
valuation made by the 


State commission 
ation put upon the plant 


; SO that the actua) 
mined by the commission, 
property that produces in any 
exempt from a property tax 
surface, 
“full and true” value; but the assessment 
and for different classes of property range from 15 ait 
to 60 percent. With respect to mining property the final 4ssessed valuation Al 
in the opinion of the commission, is probably Something legs than 50 percent 
of the Valuation that would be determined by applying the “Hoskold” method 
to estimated future profits, 


Mill rates in the State Vary tremendously, In some urban areas they 
48 much as 1209 mills; and in Some sparsely Settled 
A typical rate applicable 

2. Income tar.—In 
deductions fri 


# cost but not 





are v 

“areas as low as 2.8 mills 0 

to mining Property would be 27 mills, 
computing “net” income as the measure, the following 
’M gross income are permitted: (a) Depreciation, (b) depletion. on 
on a percentage basis, (¢) Federal income tax, (d) cost of explora- 
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n and development on contiguous lands. The tax is applicable to all cor- 
rations and the rates are progressive as follows: 
Percent 
PR ic catinatnrateniemte : ae oa 1 
ao aaa sel 2 ; ; : ‘ wnt 2 
Next $1,000__- ; : : . e 2% 
NGEE Battie meen eee oe piseiatemsaie 3 
so ae : : ne ee - 314 
Next $1,000 41% 


All over $7,000 cee he ce - a 5 


3. Sales (severance) tar.—The measure for this tax is the statutory gross 
sales value of ore, concentrate, or metal “at the time it enters interstate com- 
merce.” A company that mined, concentrated, smelted, and refined in the State 

Arizona would be taxed on the sales value of metals produced with deduc- 
tions allowed for the cost of transportation of ore or concentrate to the smelter 
and refinery and of finished metal to the place of sale. 

On the other hand, a mining company shipping and selling ore or concentrate 
to a custom smelter would be taxed on the “net smelter return.’ In effect, he 
would deduct from the sales value of the recoverable metals in his shipment all 
costs for transportation, smelting, refining, and marketing. If the smelting 
and/or refining were done in Arizona, an additional appropriate sales tax on 

it particular “mine product” would be paid by the smelting and refining com- 
pany; although that company would take the tax into account in its smelting 
charge or some other item of its “settlement sheet” with the miner. 

The uniform rate is 1 percent. 

\lthough the tax is administered by the State tax commission, nearly half 
of the revenue is returned to county and local governments. 


Digest of Arkansas tares 

Mining enterprise in Arkansas is subject to the following taxes: (1) Property, 
2) income, (3) franchise, (4) severance or production. 

1. Property tax.—The land, including the ore deposit, together with plant and 
improvements, are assessed as realty by the local county assessor. No special 
procedure is used for appraising the ore in the ground. State law calls for 
issessment “according to value” determined in such “manner as the general 

ssembly shall direct.” The “official” ratio for all real and tangible personal 
property is 20 percent (adopted by State tax commission in 149) of market or 
actual value; but in practice ratios range from 10 to 20 percent. For mining 
property, including plant, improvements, and ore deposit, these ratios would be 
typical. Outside of cities and towns, the mill rate may range from 26 to 35 mills 
including school, general county, roads, and sinking-fund levies. The State does 
not impose a levy for the property tax. 

2. Income tar—The measure is “net” income with the usual deductions, in- 
cluding depreciation and depletion (on a percentage basis, at the option of the 
taxpayer). Federal and State income taxes are not deductible. The following 
progressive rates apply : 

Percent 
First $3,000___- ‘ \ ibs : — 1 
Next $3,000 7 meted : cnahbal d 4 
Next $5,000 
Next $14,000 j 
All over $25,000___--_- 


3. Franchise tax.—The measure of the franchise tax is the issued and out- 
standing capital stock; and the rate is $1.10 per $1,000. The tax is levied by the 
\rkansas Tax Commission and is paid to the Commissioner of Revenues. 

4, Severance (production) tar—The measure for this tax is the quantity of 
material mined, or the market value. With respect to the following the rate is 
$U.10 per ton: Barite, bauxite, manganese ore, zinc ore, lead ore, and mercury 
ore. A uniform 4 percent of the market value, at the time and place of severance, 
applies to sulfur, petroleum, iron ore, salt, and sundry other minerals. 

Nore.—A State tax commission was established in 1949 and one of its objec- 
tives is improvement in the administration of the property tax, which hereto- 

re has been badly organized. 
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Digest of California tares 
Mining enterprise in California is subject to these taxes: (1) 
corporation franchise. 
1. Property tax. 
are made by County 


Property, (2 


Assessments of mining plant, equipment, and ore deposits 
Assessors, the State Board of Equalization volunteering 
such assistance as respective assessors may seek. However, the desired uni 
formity of assessments as between different localities has not been attained 
Plant and equipment are appraised on the same basis as property of similar 
nature in other kinds of industry at a low proportion of the replacement cost 
In theory, the ore body is appraised on the basis of present worth of expected 
profits (“Hoskold” method) ; but few counties have engineering talent available 
to use the method; and in practice appraisals generally are the result of negotia- 
tion between assessor and taxpayer. State law provides for assessment of all 
realty and tangible personalty at “full and true” value; but the recognized 
practice is to use 50 percent of “full and true.” Somewhat less than 50 percent 
of the appraisals for plant and ore body, mentioned above, would probably be 
put on the tax roll, and 40 percent might be a typical ratio. Low valuations 
are used for mining properties that are currently not producing. Typical mill 
rates, in areas where mining is an important activity, vary from 30 mills to as 
high as 50 mills. A 85-mill levy would be typical. 

2. Corporation franchise (income) tar.—This tax, imposed for the “privilege 
of doing business,” applies to all corporations and is essentially an income tax 
The measure is the net income for the 
the Federal income-tax return as a basis. Deductions from gross income include 
“nercentage” depletion and depreciation; but do not include taxes paid to the 
Federal or State Governments, if based on income. The tax is levied and col 
lected by the State franchise tax board, and all revenue goes to the State genera 
fund. The rate for several years prior to 1949 was 3.4 percent, representing a 
deduction of 15 percent from the 4 percent formerly in effect. 
rate was restored in 1949, to be effective on 1949 income. 


Digest of Colorado tares 


preceding year which is computed witl 


The 4 percent 


Mining enterprise in Colorado is subject to the following taxes: (1) 
(2) income, 


1. Property tar 


Property 


The assessed valuation of a “producing” mining property 
(including those of zold, silver, lead, copper, and sundry other “precious or 
valuable metals” but excluding iron, coal, and asphalt, ete.) consists of two 
elements—A and B: 

A. The ore deposit, the valuation for which is the higher of the following, 
based on operations of the preceding year. 

(a) Twenty-five percent of the “gross proceeds,” 
“net smelter return,” 
smelter ( NOT! 


5O to 25): or 


(b) 100 percent of the “net proceeds” which is computed by deducting from 
gross proceeds the actual cost of production. 

The Supreme Court has held that 
proceeds ;” 


normally represented by the 
or its equivalent if the ore is not shipped to a custom 
The law was amended in 1949 to reduce the percentage from 


the “gross value” is the same as “gross 
and that this is defined as the amount received for ore or concen- 
trates less the cost of treatment, reduction, transportation, and marketing 
This normally would be the “net smelter return.” If, however, the “net smelter 
return” is less than $5,000, the property is classified as “nonproducing” and the 
assessed valnation (aside from that of the plant) is a relatively small amount 
per acre—generally from $20 to $50, depending upon the locality. 

Bb. Plant and improvements, appraised on the same basis at similar property 
in other industrial business, State law provides assessment at “full cash” value; 
but in practice ratios vary from 15 to 50 percent and the average is about 30 
percent. 

The total assessed valuation of a “producing” property would, therefore, be 
the full amount of “25 percent of gross” or “100 percent of net,” whichever was 
greater; plus 30 percent of the fair value of plant and improvements. The 
assessment is made by the county officials; but the State board of equalization 
renders such aid as it can in the interest of uniformity. 

Mines of coal, iron and asphalt; quarries; and sundry other mineral lands 
are “assessed and taxed like other property according to the value thereof”; 
and the same rule applies to mines or properties valuable for gold, silver, lead, 
copper, ete., that come in the category “nonproducing,” as mentioned above. 
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Mill rates in areas where mining is an important activity cover a wide range, 

it a typical rate would be 33 mills. 

» Income taxr.—The measure (net income) is computed in a manner similar 
to that of the Federal income tax. One exception is that for metal-mining 
enterprise the allowance for percentage depletion is specified as 40 percent of 
gross (instead of 15 percent) although the limitation is 50 percent of net is 
etained. The Federal income tax is deductible as well as State and local taxes, 
except the State income tax itself. The uniform rate for corporations is 5 
percent. 


Digest of Idaho tares 


Mining enterprise in Idaho is subject to the following taxes: (1) General 
yperty, (2) income, (3) mine license, (4) franchise (maximum $150 for 
ithorized capital in excess of $2,000,000). 

1. General property tar—Under a special statute, “Taxation of Profits of 
Mines,” the State exempts ore deposits as such from taxation; but, as a sub- 
stitute, provides for an assessment measured by “net profits” for the preceding 

Each year a mining company submits to the appropriate county assessor 
return showing the gross proceeds from the sale of ores or concentrates (the 
net smelter return” can be used when shipments are made to a custom smelter) ; 
and lists specific allowable deductione. These include, besides the direct cost 

f production, the cost of construction and plant improvements made during 
he year. Depletion and depreciation are not deductible nor are Federal income 
taxes or local and State taxes. The full amount of “net profits” thus computed 

placed on the county tax roll. 

The plant and surface are appraised separately; and approximately 33% 
percent of the estimated value is used for the tax roll, even though the State 
law calls for “full cash value.” The ratios for various classes of property and 

irious localities range from 30 percent to 50 percent. Both assessments (net 

rofits and plant) are subject to the local mill-rate. Rates range from 40 mills 
to 55 mills in localities where mining is important; and a typical rate would 
be 45 mills. The rate includes levies by the State, county, school district, and 
municipality. 

2. Income taxv.—The measure for the income tax is net earnings; and in 
computing these, depreciation, percentage depletion, and Federal income taxes 
are deductible. The rates are on a sliding scale, as follows: 

Percent 
Ist $1,000 
2a $1,000__ 
3d $1,000 
ith $1,000_ 
5th $1,000_ ‘ sai aiehinteiehiienigtd 
On taxable income in excess of $5,000_- 


The tax is collected by the State tax collector and the revenues go to the 
State’s general fund. 

}. Mine license tar.—This is a “privilege” tax based on the net value of the 
ore mined. Permissible deductions from the gross proceeds of the ores marketed 
correspond to those allowed for the income tax—(2) above. The rate is a uni- 
form 3 percent. Revenues go to the State’s general fund. 

It will be noted that the “measure” of all three of Idaho’s taxes is net income, 
though the deductions from gross are fewer for the “Profits of Mines” tax. 


Digest of Illinois taxes 


Mining enterprise in Illinois is subject to these taxes: (1) Property, (2) 
capital stock (corporate excess), (3) corporation franchise. 

1. Property taxw—A determined effort has been made by the State to change 
the practice so that all realty and personalty shall be assessed at “fair market” 

ilue, as provided by law. This as yet has not been achieved; and valuation 
ratios ranging between 50 and 75 percent are still in vogue. The surface, plant, 
and unmined mineral deposits, classed as realty; and equipment and machinery, 
classed as tangible personalty ; are all valued by county and other local assessors 
who apply the appropriate ratio, say, 55 percent, to the estimated “fair market” 
value. However, the effective valuation is made by the State department of 
revenue in connection with the capital-stock tax, often described as a “corporate 
excess tax.” This is outlined in (2) below. (The capital-stock tax for coal- 
mining companies and a few other classes of taxpayers are administered by local 
tax officials ; but these are exceptional. ) 
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To the assessed valuation finally put on the roll is applied the mill-rate fi 
the locality of the taxpayer’s principal place of business. The total levies 
include those made by county, school, town, and other local tax authorities and 
are subject to considerable variation. However, a typical rate in mining areas 
would be 383 mills. The revenue is distributed to various local agencies, th¢ 
State not participating in the property tax. 

2. Capital-stock (corporate excess) tax—The purpose of this levy is to tay 
the corporation on the basis of its asset worth, as a going concern, over and 
above the worth represented by real estate and tangible personalty. In dete; 
mining the total worth the current market value of the stock and a capitalization 
of earnings may be considered ; but chief reliance is placed on the balance sheet 
of the corporation. Having computed the estimated full worth, the assessment 
ratio (55 percent, or such other figure as is used for the realty and tangibk 
personalty) is applied. This amount becomes the effective assessed valuation 
although only the difference between the total and the assessed valuation of 
realty and personalty is identified as the capital-stock assessment. The appro 
priate mill-rate is applied by the county officials and the tax is collected along 
with that levied on the tangible property. 

3. Corporation franchise taw.—The measure for tax is the stated capital and 


paid-in surplus; and the rate is $0.50 per $1,000. 


Digest of Kentucky tares 

Mining enterprise in Kentucky is subject to these taxes: (1) Property, (2 
income, (3) corporation license. 

1. Property tar.—The method used for arriving at the valuation for tax pur 
poses of the land and the mineral deposit is unusual. To illustrate: It is 
assumed that the average annual income of all mining enterprise will be 7 per 
cent of the capital stock and surplus (this percentage has been derived from a 
study of past performance of all producing properties in the State). The 
“present worth” of this assumed annual income, over a life of 10 years, is ca 
culated by the so-called “Hoskold“ formula, using 7 percent for income and 3 
percent for the sinking fund. The 10-year life is an arbitrary maximum. To 
the present worth so calculated is added 25 percent of the balance, as shown 
on the books, for undepreciated plant and equipment—this being a rough esti 
mate of the salvage value. An “equalization” factor of 80 percent is applied 
to the sum thus obtained. 

The law calls for assessment at “full and true’ value; but in practice ratios 
applicable to mining (as well as to other classes of property) range as low as 
40 percent. A typical ratio for mining property would be 50 percent; and this 
would be applied to the 80-percent “equalized” figure computed as described 
above. 

State, county, and school-district levies are combined and a typical rate for 
mining property would be 22 mills. The assessment is made and the tax is 
collected by county officials. 

2. Income tav.—To obtain the base for the tax the following deductions from 
gross income, in addition to ordinary expense, are permitted: Depreciation, 
“percentage” depletion, and the Federal income tax. Income tax paid to the 
State and the cost of improvements and additions to plant cannot be deducted 
The rate, uniform for all corporations, is 4 percent. (A special act has increased 
this to 4% percent for the years 1950 and 1951). Proceeds of the tax go to the 
general fund of the State. 

3. Corporation license taw.—The measure of the tax is the value of capital 
stock represented by property owned or business transacted in Kentucky. The 
rate is $0.70 per $1,000. 


, 


Digest of Louisiana Taxes 

Mining enterprise in Louisiana is subject to these taxes: 1. Property, 2. In 
come, 3. Corporation franchise, 4. Severance. 

1. Property taw.—Only the surface, plant, and other improvements are subject 
to the property tax, the ore deposit indirecly being taxed separately by the 
severance tax (see 4, below). The assessment is made by the local assessors, 
the land being appraised at its value for farming or other purposes and the plant 
at its book value, with reasonable depreciation from original cost. The law pro 
vides for assessment at ‘actual cash value”; but the assessment ratios in actua 
use, for property in general, range down to 25 percent. A typical ratio for 
mining property would be 40 percent. Parishes, school districts, and munici 
palities fix the mill rates for their respective levies; and a typical rate applicable 
to mining property might be 30 mills. 
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2. Income taxr.—For the computation of net taxable income the following de- 

uctions are allowed: Taxes, including the Federal income tax; depreciation; 

d “percentage” depletion, at rates prevailing the Federal income tax. The 
tax is the same as levied on all corporations; and the uniform rate is 4 percent. 

;. Corporation franchise tax—The base for this tax is the book value of 
capital stock, surplus, and borrowed capital; and the rate is $1.50 per thousand 

}. Severance taw—The measure for this tax is the quantity of ore actually 
extracted from the ground. The uniform rate is $0.10 per ton on metallic ores. 
rhe rate for coal is also $0.10 per ton; on sulfur, $1.03 per long ton; and on 

from $0.18 to $0.26 per barrel, depending on the “gravity.” The tax is 
administered by the Department of Revenue; and the proceeds accrue to the 
State. 
Digest of Michigan Tazes 

Mining enterprise in Michigan is subject to these taxes: (1) Property, (2) 
Capital stock. 

|. Property taw.—Revenue for county, city, township and school purposes is 
btained from an ad valorem tax. The measure for the assessment on mines and 
mineral properties is the “sales value” of the property. For “producing” mines 
the sales value is determined by the “analytic” or “engineering” method, i. e., 
yy computing the present worth of the expected future profits. The plant and 
quipment are considered to be integral parts of the mine, for tax purposes (as 
they would be in an actual sale of the property); and they are not separately 
alued for assessment. 

Each mining company makes a detailed report to the Michigan Geological 
Survey each year, as the State geologist has been designated by law as the 
appraiser of mining and mineral properties. Maps and engineering estimates 
showing ore reserves are submitted for examination ; and reports showing costs 
of mining, shipments, sales, stocks of ore on hand, etc., are also supplied to the 
appraiser. Periodic visits are made to the mines by engineers and geologists of 

e Geological Survey staff; and assessments are based on engineering principals 
and first-hand information. The interest rate used in computing the present 
worth under the “‘Hoskold” formula, is 6 percent both for return on capital and 
for the sinking fund. The State geologist reports his recommended valuation for 
each property to the local assessor who enters the figures on the tax roll. These 
assessments are subject to review and revision by the local tax board, but are 
isually aecepted. The taxpayer may appeal the recommended assessment or 
changes made by the board of review to the State tax commission. 

The foregoing applies primarily to iron mines. Assessment of copper mines 
on an “engineering” basis has been abandoned as impractical in recent years, 
one reason being the receipt by most companies of substantial subsidy payments 
from the Federal Government. Assessments have been made with the object of 
“coordinating” the tax burden on copper mines to that imposed on other property 
situated in the same taxing district. 

Michigan law calls for assessment of all realty and tangible personality, for 

» ad valorem tax, at “true cash value”; and the full “engineering” appraisal 
as computed, is used for mining property. Other property in the State is assessed 
at ratios much lower than 100 percent, varying with the locality and the class 
of property. 

The mill rates applied to the assessed valuation range from 15 to 70 mills, but a 
typical mining-district rate is around 30 mills. City, county, township, and 
school-district tax rates are determined by local authorities. The State does 
not participate in this tax. 

A law, known as the Lindquist law, was passed in 1947 to encourage exploration 
and development of mining property in Michigan. Essentially, the law exempts 
newly discovered ore deposits from the general property tax “for a maximum 
period of 10 years or until such prio’ time as it becomes a part of the property 
of an operating mine, or it in itself becomes an operating mine.” 

2. Capital stock taw—The mcasure for the tax is the paid-in capital and 
surplus, The rate is $2.50 per $1,000, with a maximum tax of $50,000. Revenue 
goes to the State. 


Digest of Minnesota Tages 

Mining enterprise in Minnesota is subject to these taxes: (1) Property, (2) 
occupation, (3) royalty. 

l. Property tar.—The assessed valuation of a “producing” property consists of 
two elements as follows: 

A. The value of the unmined deposit is based on the present worth of ex- 
pected future profits computed by the so-called Hoskold formula. The details 
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of the computation are complicated and rather ingenius. In estimating th 
probable income, allowance is made for the cost of future development and 
plant construction, as well as for interest on future investment and working 
capital. Another novel procedure is to use the so-called range life as the ex 
pected period over which the ore in any given deposit will be mined. It is as 
sumed that each ton of ore on the range is competitive with every other tor 
in the known reserves. At one time a range life of 38 years was used; today 
the figure is 30 years, and this no doubt will be progressively reduced. At present 
the figures used in the Hoskold formula are 6 percent for “return” and 3 
percent for the sinking fund. Despite these favorable percentages (from the 
standpoint of the State) the procedure gives a lower valuation than would lx 
obtained on the same property in other states. The present worth thus deter 
mined is divided by two to arrive at a valuation to be placed on the roll. The 
calculation is made by the State tax commission which certifies the valuatior 
to the local assessor 

B. The local assessor appraises the plant and equipment at a moderately low 
fraction of the estimated replacement cost; and to this appraisal applies the 
ratio of 3314 percent to determine the assessment to go on the roll. 

Nore.—Minnesota is one of the few States that, by statute, classifies property 
and assigns different assessment ratios to such classes. 


The following percent 
ages of “full and true” value are prescribed: 


Percent 
Iron ore deposits 


is a ie - % . . 50 
Sen: RO TO nd ike oS Ad Ths a erection sin cate 40 
Farm lands Sil abet te Lepesant Sapeeihpal - - ae 
Mining equipment and supplies and other industrial equipment : 331 
Household goods bi Le: 25 


Mill-rates in iron-mining districts are extremely high (ranging up to 266 mills) 
partly because of the low assessment ratios and partly because of alleged “ex 
travagance” on the part of school districts and municipalities. Mining and 
nonmining areas in the northern part of the state, in general, have comparable 
rates; but in the southern part rates on the average are very much less. A 
typical rate in an important mining district is 100 mills; and this is about three 
times as high as prevails for typical mining areas in most of the other states 

2. Occupation tagz—The measure for this tax is the net 
ments made during the preceding year. The tax is often called a severance 
tax, but that is a misnomer. In fact it is essentially an income tax (applied 
exclusively to mining) because the “measure” is the “net” rather than the 
“sross” value. It is computed by making specified deductions from the sales 
value of the ore. Deductions include all direct costs of production, transporta- 
tion, and marketing; and royalties paid to the fee owners of the land. Depre- 
ciation is deductible; and currently a so-called labor-credit is allowed. This 
last-named deduction is designed particularly to stimulate production of ore 
having a relatively high labor-cost. Not deductible are depletion, Federal in- 
come tax, interest, and overhead outside the State of Minnesota. The objective 
is to obtain the net value of the ore at the point of severance or at the mine 
The rate imposed at the start, in 1921, was 6 percent; but this has been pro 
gressively increased from time to time. From 1947 to 1949 it was 11 percent; 
and an additional 1 percent was added by the legislature in the latter year. 

3. Royalty tar.—The measure of this tax is the royalty paid by the mining 
company to the fee owner of the land for “permission to operate”; and the rate 
is the same as that applying to the occupation tax (2 above). In theory, the 
fee owner should pay the tax; but in fact the mining company assumes the 
burden. In the aggregate, revenues from it are equivalent to about one-fifth of 
those realized from the occupation tax. 

Nore.—Underground mines are not generally appraised for tax purposes by 
the “Hoskold” method; nor is the method as outlined used for “reserve” prop- 
erties—so-called because the deposits are not presently being drawn on for 
production. 


proceeds on ship- 


Digest of Mississippi taves 

Mining enterprise in Mississippi is subject to these taxes: (1) Property, (2) 
income, (3) corporation franchise, (4) sales (severance). 

1. Property tar.—All property—real and tangible personal—is appraised by 
the county assessor with final approval of the county board of supervisors. 
Under the terms of the oil and gas severance-tax laws “all oil under the 
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ground * * * and equipment for the production of the same and leases in pro- 
ljuction, including mineral rights in producing properties” are exempt from all 
ad valorem property taxes. When the land is owned by some taxpayer other 
han the producer the owners “interest” is not ordinarily assessed by county 
officials as the valuation would be so low (usually less than $1 per acre) that 
he cost of assessing and collecting would not be justified. With respect to 
ther minerals the surface, the unmined mineral, and the plant and equipment 
e assessed for ad valorem taxation by the county assessor. Mississippi law 
ills for assessment at “full and true” value; but in practice assessment ratios 
ranging from 20 to 90 percent prevail for property in general, depending on the 
iss and the locality. A typical ratio applicable to a mineral property would be 
() percent of the estimated true value. Total levies, including 2 mills by the 
State, as well as those of school, county, and other local units average approxi- 
mately 50 mills; but a typical rate outside of municipalities, and therefore ap- 
cable to mineral properties, would be 40 mills. 
2. Income tax.-—The measure for the tax is net income which is computed by 
king the usual deductions from gross income except that depletion is allowed 
na “cost” basis only ; and the Federal income-tax is not deductible. Progressive 
es are as follows: 
Percent 
First $4,000 
Next $3,000 
Next $3,000- 
Next $5,000 
Next $10,000 : 
All over $25,000 


Corporation franchise tar.—The measure is the book value of capital, sur- 

is, and true reserves; and the uniform rate is $1.50 per $1,000, with allocation 
inder a “formula” method in the case of multistate operations. The tax is 
dministered by the State tax commission and the revenue goes to the State 
eneral fund, with relatively small allocations to the county and municipal 
rovernments, 

{. Sales taxv.—Minerals other than oil or gas are subject to this tax which is, 
n effect, a severance tax. The measure is the market value at the time and 
place of severance and the rate is a flat 2 percent. The rates for the special 
il-severance tax are: $0.06 per barrel or 6 percent of gross market value, which- 
ever is greater. 


Digest of Missouri tares 
Mining enterprise in Missouri is subject to the following taxes: (1) Property, 


2) income (corporation), (3) corporation franchise. 

1. Property taz.—The measure of the tax is an appraisal of plant, improve- 
ments, and the unmined deposit made by the local assessor and based on such 
evidence as he may care to use. One element that may be considered is the 
alue of current output. However, no method is prescribed by law; and the 
valuation is made arbitrarily, usually in consultation with the taxpayer. 

Missouri State law calls for assessment at “true cash value”; but in practice, 
mining property, in common with most other property, is assessed at levels 
anging from 20 to 35 percent of actual value as determined by the assessor. 
Inherent difficulties of appraising the ore deposit in the ground are recognized ; 
and, according to tax administrators, the tendency is deliberately to underesti- 
mate rather than overestimate the real value. This policy is based also on a 
desire to encourage a natural-resource industry and to provide employment. 

The maximum mill rates, applicable to localities where most of the mines are 
situated, range from 20 to 35 mills and include county, school, and other local 
evies in addition to a relatively small State levy. A typical rate would be 
25 mills. 

2. Income (corporation) taw—The measure for this tax is net income com- 
puted with the usual deductions, except that the depletion allowance is based 
n “cost’ and not on percentage of income, as permitted for the Federal 
ncome tax. 

The rate is a flat 2 percent for all corporations 

Corporation franchise tavy.—The measure of the tax is the par value of 
outstanding capital stock plus surplus, as shown on the balance sheet of the 
corporation. The basis is “doing business” in the State; and the rate is $0.50 
per $1,000. 


39888—54—pt. 7-15 
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Digest of Montana taxes 

Mining enterprise in Montana is subject to the following taxes: (1) General 
Property, (2) metal-mine license (severance), (3) corporation license (based 
on income). 

1. General property tarv.—The assessed valuation consists of two elements as 
follows: 

A. In lieu of an appraised valuation of the ore in the ground the statutory 
“net proceeds” from operations during the preceding year are used. The 
“net” is determined by making prescribed deductions from the gross proceeds 
of the sale of metal or mineral produced. Deductions include (1) the direct 
cost of mining, development, reduction, and marketing; (2) cost of repairs an 
replacements; (3) depreciation, at 6 percent of the assessed value of mining 
and reduction plant; (4) that part of general expense directly connected with 
production; and, (5) “social security” levies. Depletion and taxes are not 
deductible. A detailed return is made by the taxpayer to the State board of 
equalization, and the board computes and certifies the assessment to the county 
assessor. 

B. Thirty percent of the reasonable depreciated value of plant and works 
including machinery. Montana is one of the few States that by statute classify 
property for tax purposes, and fix corresponding assessment ratios of “ful 
and true’ value. For example, net proceeds of mines, 100 percent; livesto 
3344 percent: rural and urban real estate and manufacturing and mining 
machinery, 30 percent; and household goods, and agricultural tools and equip- 
ment, 20 percent 

The assessed valuation for a mining property would be the sum of full “net 
proceeds” and 30 percent of the estimated value of plant and improvements. 

The mill rate for the locality where the property is situated, consisting of 
county, school, and municipal levies, would apply. Levies are relatively high 
a typical rate for Silver Bow County, outside the city of Butte, being 65 mills 

2. Metal-Mine license (severance) tar.—The measure for the tax is the gross 
value of recoverable metal. It is determined by using the published BE. & M. J 
average prices for metals and reducing them by arbitrary “differentials” to give 
so-called Montana prices. For example the schedule for 1948 production (1949 
tax) showed: Copper, 22.038 cents less 2.50 cents=19.538 cents: lead, 18 043 
cents less 1.50 cents=16.543 cents; and zinc, 13.939 cents less 1.0 cent=12.939 
cents. 

The rates are progressive as follows: 

Percent 
First $100,000 ; bs J etl z Be a, ROO 
Next $100,000 
Next $100,000 
Next $100,000 
Above $500,000 


The tax is administered by the State board of equalization, and proceeds g 
to the general fund of the State. 

3. Corporation license tar—The measure for this tax is the statutory net in 
come computed with the usual allowances, including percentage depletion. Th« 
uniform rate is 3 percent. Of the revenue, 75 percent goes to the State genera 
fund and 25 percent to the school equalization fund. 

Digest of Nevada tares 

Mining enterprise in Nevada is subject to one tax: the property tax. 

1. Property tar—The statutory “net proceeds” is used as that part of the 
measure represented by the ore deposit itself. The following deductions from 
the gross proceeds from the operation are allowed to compute the net: 

(a) The direct cost of mining and milling. 

(b) The cost of smelting, shipping, refining, and marketing. 

(c) Depreciation—not to exceed 10 percent of the assessed value of mine- 
plant and reduction works. 

(ad) Maintenance and repairs; but not new plant construction. 

(e) That portion of administrative and overhead expense incurred in Nevada 

(f) Cost of mine development. 

(7) Royalties (if any) ; and social security assessments. 

No allowance is permitted for depletion nor for Federal income taxes. 

The use of net proceeds as a measure for the property tax is provided in the 
State constitution. The taxpayer makes a return to the Nevada State Tax 
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Commission setting forth details of operations; and the commission determines 
the valuation and certifies it to the assessor in the county in which the property 
is located, on the basis of 100 percent of net proceeds. Where shipment is 
made to a custom smelter, the “net smelter return” might be used as the 
basis for the calculation; but in that event the deductions listed under 1 (b) 
would be made by the smelting company in its settlement sheet. 

Mine-plant and reduction works (if any) are appraised by the county as- 
sessor. The Nevada State law provides valuation of real and tangible personal 
property at “full cash value.” However, in practice, ratios ranging from 15 to 40 
percent are used for property in all classes, including mine plant. A typical 
assessment for a producing mine would be 20 percent of the depreciated book 
value of plant and works. 

The mill rate for the locality in which the property is situated is applied to 
the sum of the full net proceeds and the “adjusted” valuation of the plant. The 
range of rates in mining areas is from 25 to 40 mills depending on the needs of 
the community and the valuation of the assessable property, including mines. 
A typical rate would be 27 mills. 

The property tax partakes of the nature of an income tax by virtue of the 
fact that, with respect to the ore deposit, the net proceeds are used as the 
measure of assessment. 

Digest of New Jersey taxes 

Mining enterprise in New Jersey is subject to these taxes: (1) General 
property, (2) corporation franchise (business). 

1. General property tax.—No special method is prescribed for appraising an 
ore deposit under New Jersey law. The plants and structures used for mining 
and beneficiating ore, together with the surface and the ore deposit itself, are 
classified as real property; and the machinery and equipment, as tangible per- 
sonal property. Both are appraised for tax purposes by the local assessor. 
The law calls for assessment at “full and true” value; but in practice, mining 
property, in common with other property, is actually assessed at from 25 to 70 
percent of the estimated “full and true” value. Different ratios prevail in 
different localities. A typical ratio would be 35 percent. According to tax 
officials mining property fares at least as well, taxwise, as do farm lands, urban 
real estate, and tangible personalty. The mill-rate is relatively high; and in one 
of the counties where mining is important 62 mills was the rate in 1948. Sixty 
mills might be regarded as a typical rate. Revenue derived from the tax goes 
to the county, school districts, municipalities, and other local entities; 
part of it accrues directly to the State. 

2. Corporation franchise (business) tar—The measure of this tax is net 
worth, represented by paid-in capital, earned surplus, and true reserves as 
shown on the balance sheet. The rate is $0.80 per thousand on first $100 million. 


and no 


Digest of New Mexico tares 

Mining enterprise in New Mexico is subject to these taxes: 
(2) income, (3) franchise, (4) severance, (5) sales or privilege. 

1. Property tarv.—Alternative methods are provided for the appraisal of a 
“productive” mine. In past years a computation of the present worth of esti- 
mated future profits over the life of the property by the so-called “Hoskold”’ 
method was in vogue, at least nominally. However, the actual procedure at 
the present time is to use the statutory net proceeds from the operation, averaged 
over the preceding 5 years to represent the value of the ore deposit. The tax- 
payer may, however, elect to use the proceeds for the single year immediately 
preceding instead of the 5-year average. Net proceeds are computed by deduct- 
ing from the market value of the products the following: Cost of mining, milling, 
treating, reducing, transporting, and selling. When ores or concentrates are 
shipped to a custom smelter, the “net smelter return” can be used with appro- 
priate deductions for the actual cost of mining and milling. Overhead expenses, 
other than those directly connected with production, cannot be deducted, nor 
can the cost of new plant, equipment, and machinery. The assessed value to be 
put on the roll as representing the ore deposit is 100 percent of the net proceeds 
thus determined. The assessment is made by the State tax commission and 
is certified by it to the local assessors. 

When the net proceeds method is used for the ore deposit, mine-plant and 
reduction works are appraised separately at approximately the depreciated book 
value as shown on the balance sheet. 

New Mexico law provides for assessment at “actual market value”; but in 
practice, ratios ranging as low as 20 percent are used to determine the final 


(1) Property, 
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assessed valuation of property in general. For mine plant and improvements, 
a factor of 50 percent would be typical; and the amount would be added to 
the 100 percent of net proceeds to obtain the total assessment for the property. 

To the foregoing assessment, the mill-rate applicable to the locality where the 
property is situated would be applied. These rates vary; but a typical rate 
for Grant County (outside municipalities) would be 20 mills. The major 
portion of the proceeds go to the county and school districts although a small 
levy for State purposes is also included. 

2. Income tar.—The measure for the income tax is essentially the same as 
that for the Federal income tax. Percentage depletion is allowed as in the 
Federal tax; and the Federal income tax itself is deductible. The tax applies 
to all corporations ; and the rate is uniform at 2 percent. 

3. Corporation franchise tax. —The measure for the franchise tax is the paid-in 
capital; and the uniform rate is $1 per thousand. 

1. Severance tar—In 1949 the legislature amended the severance tax law 
which now reads in part: 

“Gross value is defined as being the sales value of the severed and saved product 
at the first marketable point. For such products as have a posted field or 
market price at the point of production, the value to be reported shall be its 
field or market price without any deductions except those expenses for hoisting, 
crushing, and loading necessary to place the severed product in marketable 
form and at a marketable place. For such products as must be processed or 
beneficiated before sale, the value to be reported shall be the proceeds from the 
first sale after deducting freight charges subsequent to severance to the point 
of first saie and the cost of processing and beneficiation. 

“The taxpayer hereby is granted an exemption from taxation of $200,000 
annually, which shall be deducted from the gross value as herein defined before 
computing the tax.” 

The rate on potash, oil, and natural gas is 2.5 percent; on copper, 0.5 percent; 
and on other natural resources (including other metals) 0.125 percent. The 
greater part of the proceeds of the tax will go into a severance tax permanent 
fund, the interest on which after 25 years will be “used solely for the purpeses 
of replacement of taxes from depleted natural resources; research to discover new 


supplies of present natural resources; and the erection of new public school 


buildings.” 

5. Sales and privilege taw—The measure for this tax is the gross receipts 
from the sale of mine product; and, in respect to metalliferous ores and con- 
centrates sold to a custom smelter, the net smelter return is used. The uniform 
rate is 0.5 percent. Obviously this tax based on gross receipts is essentially 
a second severance tax. It is generally referred to as the emergency school 
tax. 

Digest of New York tazres 

Mining enterprise in New York is subject to these taxes: (1) Property, (2) 
corporation franchise (income). ‘ 

1. Property tar.—No special procedure for the appraisal of an ore deposit is 
followed in New York State. Expert engineering counsel has not been sought 
by local assessors; and the value of an unmined deposit is recognized merely 
by increasing the valuation of real estate somewhat over and above its value 
for agricultural or other purposes. In 1944, a special legislative committee 
prepared a report A Critical Survey of the Revenue System of New York in 
which appears the following: ‘The testimony is to the effect that mineral lands 
are underassessed as compared with the real estate generally’: and State tax 
officials express the opinien that this situation still holds. To the assessed 
valuation of the land (including the deposit) is added the assessment for mine 
plant and reduction works, appraised on the same basis as similar industrial 
property. 

The law prescribes assessment at “full value” for all real property; but as- 
sessment ratios are erractic and range from 90 percent to as low as 2() percent 
of actual value. <A typical assessment for a mining property would be 40 percent 
of the value of plant and improvements as carried on the company balance sheet, 
plus 30 percent of the estimated “true” value of the land including the ore 
deposit. Mill rates include levies by county, school district, and municipality; 
and the totals vary over a considerable range depending on the locality. A 
typical rate in one of the more important iron-mining districts would be 42 
mills. The State does not participate in the proceeds from the levy. 
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2. Corporation franchise tar —The measure for the corporation franchise tax 
is net income, the computation being patterned after that of the Federal income 
tax. Federal taxes are not deductible; but 50 percent of dividends received 
from corporations, other than subsidiaries, may be deducted. The fixed rate 
for all corporations is 54% percent of the net income (increased from 4% 
percent in 1949). To provide a minimum of revenue in times of depression, an 
alternative tax is provided: namely, 1 mill per dollar of “investment, and 
business capital’. This alternative becomes effective only when the tax would 
be greater than that based on 54% percent of net income. 

Digest of Ohio tazres 

Mining enterprise in Ohio is subject to the following taxes: (1) Property, (2) 
corporation franchise. 

1. Property tar—Ohio law provides for the assessment of real property, in- 
cluding improvements, at “full and true cash value.” Ore deposits, surface, 
and mining plant would come under this classification. The statutes provide 
assessment ratios for sundry tangible personal property; and tools and ma- 
chinery have a ratio of 50 percent. In practice real property of a mining com- 
pany is appraised by the county auditor at 30 to 40 percent of its “saleable” 
value; whereas the personalty is appraised by the State tax commission at a 
lower percentage due to the 50 percent ratio mentioned above. The latter ap- 
praisal is certified to the local tax officials and the two assessments are entered 
on the roll. Incidentally a statewide reappraisal of real property is being 
made; and the result will be a substantial increase in the “30 to 40 percent” 
basis. Mill rates in mining districts range from 10 to 15 mills including a small 
levy by the State. The proceeds from the tax accrue both to State and local 
governmental agencies. 

2. Corporation franchise tar—The base of this tax is the capital, surplus, and 
reserves shown on the company’s balance sheet; and the rate is $1 per thousand 
dollars. Proceeds accrue to the State’s general fund. 


Digest of Oklahoma tages 


Mining enterprise in Oklahoma is subject to the following taxes: (0) Property, 
(1) income, (2) franchise (corporation license), (3) gross production 
(severance ). 

0. Property taz.—With respect to a “producing” property, unmined mineral 
deposits, together with plant, machinery, and equipment actually used in the 
process of production, are exempt from the ad valorem property tax in Okla- 
homa. In lieu of a tax on the ore deposit and related plant and equipment is a 
gross production or severance tax described under (3) below. “Nonproducing”’ 
mineral lands are taxed in the same manner as other real and personal prop- 
erty, on the basis of their value for purposes other than mining. Mineral rights, 
as such, are not subject to tax. Oklahoma law provides for assessment at “fair 
cash value”; but an assessment ratio of about 50 percent is applied generally. 

1. Income tax.—The measure for this tax is net income; the allowable de 
ductions from gross income including costs of production, depreciation, deple- 
tion (on a percentage basis, as provided in the Federal income tax) and Federal 
income taxes. Royalties are not deductible. The rate is uniform at 4 percent. 

2. Franchise (corporation) tax—The measure for this tax, to which corpora- 
tions in general are liable, is the value of outstanding capital stock, surplus, and 
true reserves. The rate is $1.25 per thousand dollars. 

3. Gross production (severance) tag#-—As stated in “0” above, this tax is in 
lieu of an ad valorem tax on “producing” mineral properties. The measure is 
the actual market value of the product at the time and place of severance. The 
rate is 0.75 percent for metalliferous ores; and for petroleum and natural gas 
it is 5 percent. With respect to ores of lead, zinc, gold, silver, and copper, the 
gross value has been determined by the “net smelter return” where such ores 
have been shipped to a custom smelter. However this point has been the sub- 
ject of some controversy between mining companies and tax officials; and a final 
judicial decision has not been reached. Revenue derived from the gross pro- 
duction tax is distributed as follows: To the State general fund, 78 percent; 
county school purposes, 10 percent; county road purposes, 10 percent; State 
tax commission fund, 2 percent. The statutes provide that the gross production 
tax shall not exceed the amount that would be levied, if the property were 
subject to an ad valorem tax. In practice, the burden imposed by the “gross 
production tax,” according to the State tax commission, has been less than it 
would have been under an ad valorem levy. 
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Digest of South Dakota tares 

Mining enterprise in South Dakota is subject to these taxes: 1. Property, 2. 
“Ore” Tax (severance) 

1. Property tar—Only the surface, mine plant, and other improvements are 
subject to the general property tax, the “ore” tax (see 2 below) being in effect 
the instrument for taxing the ore deposit itself. South Dakota law calls for 
assessment of real and tangible personal property at ‘“‘true cash” value; but, 
depending on the locality and the class of property, ratios ranging from 30 to 90 
percent are used in practice. The same “yardstick” is used for mining property 
as for other classes of property. A typical mine assessment would be 60 percent 
of the estimated value of land and plant. A typical rate in Lawrence County is 
40 mills. The assessment is made by local assessors; and revenues go to county, 
school, and other local taxing units. 

2. “Ore” tar (severance).—The measure for this tax is the “gross value of 
the product.” With respect to gold, the “gross” is the value of the refined metal 
as paid by the United States Mint. The cost of insurance and shipping to the 
mint is not deductible. On a comparable basis, the gross value of metalliferous 
ores or concentrates, shipped to a custom smelter, would be the “net smelter 
return’’—except that the cost of freight from mine to smelter (if paid by the 
smelter) would not be deductible for the purpose of determining the measure of 
taxation against the miner. If the smelting and/or refining were done within the 
State of South Dakota, an additional tax would be imposed on the company that 
purchased and treated the ore or concentrate. 

A vital feature of the law is the exemption of the product obtained from the 
first 100,000 tons of ore mined during the year. The result has been that, to 
date, only two companies have been subject to the “ore” tax. 

The fixed rate at present is 4 percent; though. incidentally, this represents a 
reduction from the 6 percent formerly in effect. Proceeds of the tax go to the 
State general fund. 


Digest of Tennessee Taxes 


Mining enterprise in Tennessee is subject to the following taxes: (1) Prop- 
erty, (2) Corporation excise (income), (3) Corporation franchise. 
1. General property tax.—No property tax on an ore deposit, as such, is pro- 


vided under Tennessee law. Mineral-bearing lands are appraised by local asses- 
sors on the basis of their value for farming or other nonmining use. Plant and 
improvements are appraised at their “book” value; and to the sum of the two 
valuations (land and plant) is applied an arbitrary ratio to determine the 
assessment. Although the law provides for “full and true” value, real and 
tangible personal property are, by custom, assessed at ratios ranging from 90 
percent to as low as 20 percent of “full and true.” The ratio used varies with 
the locality and the practice of the local assessor rather than with the class 
of property; and a typical assessment ratio for a mining property would be 
50 percent. The maximum rate fixed by State law is 40 mills, exclusive of 
special levies for roads, school, and debt service; but 30 mills would be a typical 
rate in one of the counties where mining is an important activity. 

2. Corporation excise (income) tax—The measure for the so-called corpora- 
tion excise tax is net earnings or net income. In general, the computation of net 
income as patterned after that for the Federal income tax. The Federal income 
tax payment itself is deductible. The fixed rate is 3.75 percent; and the tax 
is administered by the State department of finance and taxation. 

3. Corporation franchise tary —The measure for this tax is the higher of 
the following: (a) Capital stock issued and outstanding plus earned surplus 
and undivided profits; (0) value of real and tangible personal property; (c) 
Assessed value of real and tangible personal property. 

The fixed rate for all corporations is $1.50 per thousand dollars. 


Digest of Texas Taxes 

Mining enterprise in Texas is subject to the following taxes: (1) Property, 
(2) Corporation franchise, (3) Production (severance). 

1. Property taw.—The assessed valuation of a mining property has two ele- 
ments, both fixed by the county assessor, as follows: 

A. In theory the valuation of the mineral in the ground is determined on 
the basis of the “present worth” of expected future profits, by the so-called 
Hoskold formula. Actually, the valuation is made largely by negotiation be- 
tween the assessor and the taxpayer on the basis of a detailed return filed 
annually by the taxpayer. 
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B. Plant and equipment used for production are appraised by the Assessor 
the basis of a moderate percentage of the depreciated “book” value. 
lo the sum of the two appraisals mentioned, an assessment ratio is applied 
though the law provides for assessment at “true market value.” The openly 
cognized ratio for oil properties is 40 percent; and for sulfur properties, 3344 
recent. Other classes of property are assessed at ratios ranging from, 30 
75 percent depending on the types of property and the locality. Low ratios 
predominate. The mill-rate is made up of levies by State, county, school dis- 
rict, and municipality; and a typical rate would be 30 mills. 
2. Corporation franchise taxr.—The measure for the franchise tax is the value 
of capital, surplus, and reserves; and the uniform rate is $1 per $1,000. The tax 
s administered by the Secretary of State; and the revenue accrues to the State 
general fund. 
3. Production (severance) tax.—This is a true severance tax as it is measured 
the quantity produced or the gross value of such production. The rate on sul- 
fur is $1.272 per long ton. On petroleum, the rate is 4.125 cents per barrel except 
when the market value at the well exceeds $1 when the tax becomes 4.125 percent 
of the market value. The per ton rate applicable to sulfur is equivalent to about 
s percent of the value. Revenue from the tax accrues to the general State fund. 
Che Texas law makes no provision for a severance tax on metals; the reason 
eing that production has been small and the resulting revenue would be incon- 
sequential. The tax officials express the opinion that if profitable metal mines, 
f substantial size, were to be discovered a severance tax would be enacted 


generally comparable to the present tax on sulfur. 
= 


Digest of Utah Taxes 

Mining enterprise in Utah is subject to the following taxes: (1) Property, (2) 
corporation franchise (income), (3) occupation (severance). 

1. Property tar.—The assessed valuation of a mining property has two ele- 
nents as follows: 

A. For the ore deposit the valuation is twice the average annual net proceeds 
realized during the 3 years immediately preceding the year of tax. In determin- 
ing net proceeds the direct cost of production is deducted from the gross proceeds. 
Depreciation, depletion, and Federal taxes are not deductible; but taxes paid ir 
Utah and the cost of new machinery and improvements may be deducted. The 
reason for using a 3-year average is to minimize instability of revenues that would 
result from fluctuations in income from year to year. The taxpayer makes a 
detailed return to the State tax commission; and the commission computes and 
certifies the assessment to the county treasurer for collection. 

B. The connty assessor appraises the plant and improvements at their fair cash 
value, and the land at $5 per acre. He then applies an assessment ratio of 40 
percent, a ratio established by law in 1946 to apply to all real and tangible 
personal property. The statute reads 40 percent of its “reasonable fair cash 
value.” In practice the State tax commission has given major assistance to the 
assessors in the difficult task of appraising plant and works. 

The final assessed value is the sum of twice the net proceeds plus 40 percent 
of the “fair’’ value of the land and plant. Mill-rates vary; but a typical rate for 
an important mining district is 35 mills, including county, school, municipality, 
and a small State levy. 

NoTre.—Formerly the measure for the property tax was three times net proceeds 
instead of twice. This rate was reduced contemporaneously with the establish- 
ment of the occupation tax (see 3, below). One of the reasons for the revised 
procedure was to divert revenue from the counties in which large and productive 
mines are situated to the general State fund. 

2. Corporation franchise (income) tar.—The measure of this tax is gross 
Income with the following deductions: (a) Actual cost of operations; (b) Taxes 
other than the State franchise tax; (c) Depreciation; (d) Depletion; if percent- 
age depletion is elected it is limited to 33144 percent of net profit. 

The rate is a uniform 8 percent; and the revenue is allocated to the State’s 
general fund. 

3. Occupation (severance) taw.—The basis of the occupation tax (actually a 
severance tax, though not so recognized in the law) is the gross sales value of 
ore or concentrate at the point of production. The measure consequently is the 
‘net smelter return”; or the equivalent of such return if a company smelts its 
own ores. From the gross sales value, the cost of the following therefore can be 
deducted ; all transportation( from mine or mill to the eventual place of market- 
ing the refined metal) sampling, smelting, refining, and marketing. 
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A fixed exemption of $50,000 is provided, the purpose being to give specia 
small” enterprises. The rate is uniform at 1 percent. 


consideration to 


Digest of West Virginia taves 

Mining enterprise in West Virginia is subject to these taxes: (1) Property 
(2) Corporation License, (3) Business and Occupation (Severence). 

1. Property tav.—In theory, an unmined mineral deposit in West Virginia 
should be valued for tax purposes by computing the present worth of expected 
profits by the “Hoskold” method ; but as a matter of fact this procedure is neve; 
followed and arbitrary valuations are made by respective county assessors 
Usually the value of unmined mineral is reflected in the per acre appraisal of 
the land. Coal lands customarily are valued at from $10 to $50 per acre, de 
pending on the quality of the coal, thickness of seams, location with respect to 
the “pit mouth,” the other physical characteristics. The plant and improvements 
are appraised at a relatively low percentage of replacement cost. 

State law calls for assessment at “true and actual value”; but in practice, and 
depending on the county, ratios range from 30 to 100 percent, with lower ratios 
predominating. The factor of 60 percent might be applied to the appraisals 
mentioned above. The maximum rate in so-called class 3 areas (outside munici 
palities) is $1.50 on each $100 of assessed valuation, although this limitation 
can be increased by vote of the local taxpayers. A typical rate for mining prop 
erty would be $1.50 per 100 (equivalent to 15 mills). 

2. Corporation license tar.—The measure for this tax is the authorized capita 
stock for domestic corporations and issued stock for foreign corporations; and 
the imposition of the tax is based on the “mere right to be a corporation.” The 
rate is graduated with a minimum of $20 on $5,000 or less, and the maximum of 
$2,500 on $15 million or more. 

3. Business and occupation (severance) tar.—The tax, imposed for the 
privilege of “engaging in business,” amounts to a severance tax for the reasor 
that it is based on the gross market value of the produce, at the time of “entry 
into interstate commerce.” This would be equivalent, in the case of coal, for 
example, to the price received on board cars at the mine. As a matter of fact 
the figure used is the average selling price of coal of a given class in the State 
No allowance is made for the cost of cleaning or “preparation.” On a similar 
basis the “net smelter return” would be the measure for metalliferous ores or 
concentrates—the proceeds from the sale to a custom smelter. The following 
rates per $100 of “gross value” apply: 

Coal 

Oil 

Natural gas 

Limestone mi" °d or quarried 
Other natural resource products 


The tax is administered by the State tax commission and the proceeds go t 
the State general fund. 


1. PROPERTY (AD VALOREM) TAX ON MINING ENTERPRISE 


No subtle economie wisdom is needed to explain why any tax is useless, if it 
ignores a basic criterion of a sound tax, namely: that the person taxed possesses 
the “ability to pay.” A tax must be collectible to produce revenue. It is like 
wise evident that the “ability to pay” rests fundamentally on one of two things 
(1) Ownership of valuable property, (2) receipt of current net income from 
such property. 

Normally property has value and produces current net income. or at least it 
possesses the capacity to produce such income. The owner of a $100,000 house 
may elect to reside in it rather than rent it. The fact that he realizes no money 
income does not change the income-producing capacity of the property. A mining 
property may be idle, or it may be operating at a loss for the time being. It can 
be argued that where there is no production there is no value. However. so 
long as the owners continue to hold title to the property. it presumably has 
value and consequently at least some taxpaying capacity. In theory, the owne! 
of property of any kind, even though none of it is producing net income, would 
he able to sell part of his property from year to year to obtain the means with 
which to pay a tax on the remainder. 

The basic doctrine of the general property tax is that tangible property, real 
or personal, of every description, lying within a given tax jurisdiction, should 
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he subject to tax and that the rate should be uniform. The idea of taxing 
ntangible property (securities, for example) has been largely abandoned 
because it cannot be successfully tracked down; and, in addition, certain classes 

f property are specifically exempt; but these exceptions do not change the 
principle. Under the theory of “universality” all tangible property should be 

bject to a tax measured by the “fair and true” value of the property and at 
1 rate uniform with that to which all other property is subject. This last 
principle, incidentally, has been transgressed in some States, including Minne 
sota and Montana. 

Local governmental units—municipalities, school districts, road districts, and 
counties, ete., have come to rely on the general property tax as the primary 
source of their revenue. Despite many headaches involved in assessment and 
other phases of administration, the tax continues to have a firm hold. Because 
of distinctive features of the mining business, mining property presents special 
and extra difficulties to the officials who administer the property tax. Neverthe- 
less, aS has been shown, 24 of the 25 States reviewed still continue to apply this 
tax to mining property and there seems little likelihood that the practice will 
be abandoned. Consequently it is desirable to study the property tax with a 

iew to finding the most practical and efficient means of applying it to mining 
enterprise. 

The measure vf the tax theoretically is “the full and true” or “fair market 
value of the property—the price that a willing purchaser would pay to a willing 
seller. Some authorities argue that the “full and true” value may vary widely 
from the “fair market” value because at any time the market may be abnormally 
inflated or deflated. The “full and true” value, they say, is less subject to wide 
and rapid fluctuation. There may be something to this, though in the statutes 
the terms appear to be used interchangeably. In any event, the practical difficulty 
is evident of re-valuing millions of pieces of property for tax purposes in step 
with every change in the condition of the real estate market. The extremely 
rapid inflation of prices in the last ten years has posed exceeding difficult prob- 
lems for local assessing officials. The literature on taxation abounds with 
treatises showing assessment valuations, even in normal times, ranging as low 
as 15 or 20 percent of “full and true” value. The recent appreciation in prices 
of all kinds has aggravated the situation. Sometimes by law and almost in- 
variably by practice some “assessment ratio” is recognized and used by taxing 
1uthorities in a given tax jurisdiction. This is the ratio that the actual assessed 
value bears to the estimated true value. Ratios range all the way from 10 to 90 
percent. 

Theoretically if the same ratio were applied to every object of taxation in a 
given area, the only effect of a low ratio would be to increase the mill rate neces- 
sary to produce the revenue demanded by the governmental units involved. In 
practice the use of low ratios causes many complications; it tends to result in 
unfair taxation; and it is condemned generally by objective authorities on tax- 
ation. But irrespective of any assessment ratio that is to be applied, it is neces- 
sary first to estimate the actual true value—whether the property be a mine or 
some other kind of property. 

The true value of such objects of taxation as farms, urban real estate and resi- 
dences, office buildings and factories, can be determined with reasonable accu- 
racy on the basis of actual sales or the cost of reproduction. Such a basis is 
seldom available or appropriate for mining property for reasons that will be 
brought out presently. 

Arguments for and against a property tax on mining enterprise will be sum- 
iarized; and following that will be a discussion of three methods used for 
appraising a mining property, principally the ore deposit. 

As has been shown, mining plant and reduction works have little more than 
the salvage value of movable machinery and equipment except in conjunction 
with the particular ore deposit for the exploitation of which they were installed. 
Accordingly the valuation placed on the deposit usually overshadows other 
appraisals in importance. 


’ ” 


id valorem tax on mining property measured by “full and true” or “fair market” 
value 
Arguments in favor: 
1. Constitutes the only tax (on all classes of property, including mining prop- 
erty) that in theory squares with the principal of ‘universal’ equality as 
between: (a) Classes of taxpayers; (b) individual taxpayers within a class. 
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2. Provides some degree of stability of revenue in that it yields a moderate 
amount each year, though the assessed valuation should decrease progressively 
as the ore deposit is depleted. The tax is important to local government units 
(as contrasted with State and Federal) because they enjoy less flexibility in 
expenditures and are restricted as to bonded indebtedness. 

Arguments against: 

1. Presents an extremely perplexing problem of assessment because the un 
mined ore deposit, which constitutes the primary value of the property is difficult 
to appraise. Extensive low-grade deposits, such as the Lake Superior iron 
mines and the porphyry copper mines of the Western States, are more susceptible 
to accurate appraisal than are other types of deposit, such as veins, lodes, or len 
ticular beds; but, at best, results are erratic. 

2. Expensive of administration, if scientifically done. 

3. Tends to produce a broad tax base in isolated communities that do not 
require large revenues with the following results: (a) Gives low mill rates on 
properties that have high “taxable capacity”; (b) encourages extravagance on 
the part of local governmental units—municipalities, school districts, ete. 

4. Tends to violate the principal of “ability to pay,’ particular in view of 
wide fluctuation in mine incomes from year to year. 

5. Tends to discourage orderly mine development; and puts a premium on low 
estimates of ore reserves in preparing tax returns. ° 

6. Tends to penalize owners of large low-grade deposits in distinction to owners 
of vein and lenticular-bed mines. 


Methods of appraisal for the ad valorem property tar 

The most debated question in connection with the assessment of mining prop 
erty has been the method used for appraising the unmined ore deposit. Neither 
taxpayers nor tax administrators are agreed among themselves as to the best 
answer ; but the following discussions will attempt to throw light on major phases 
of the problem. 

In practice, three methods are used for fixing an assessment value for ore 
deposits, as follows: 

1. Using the present worth of estimated future earnings, often called the 
“Hoskold” method because Hoskold devised a mathematical formula for the 
computation. Sometimes called the “analytic” method. 

2. Fixing a valuation arbitrarily by “negotiation” between the taxpayer and 
the assessing official, whether the county assessor or the State tax commission. 

3. Fixing an assessment value on the basis of the annual proceeds from the 
output of the property. Usually statutory “net” proceeds for the preceding 
year are specified. Variants include (@) gross proceeds, or a fraction thereof; 
and, (0) a multip » of net proceeds. The proceeds method is used in Colorado, 
Idaho, Montana, ) «vada, New Mexico, and Utah. 

In general, the arguments already enumerated for and against an ad valorem 
property tax apply to each of the three methods just mentioned—though with 
different emphasis. Naturally, an argument for one method is likely to be th 
obverse of an argument against it or of an argument in favor of one of the other 
methods. As a consequence the following summary will contain considerable 
duplication and repetition, but the method is followed in an effort to make the 
tabulation as complete as practicable. 


Appraisal of an ore deposit by the “Hoskold” method, i. e. computing present 
worth of expected earnings 

Arguments in favor: 1. Constitutes the only method of valuation that is both 
rational in theory, and available in practice. Sales of mines are infrequent and 
accordingly a “fair market” value cannot be estimated on the basis of actual 
sales prices of comparable properties, as usually can be done with ordinary rea! 
estate. Moreover no two ore deposits are alike. A valuation could be based 
on the stock-market price of shares of the owner company; but this would be 
a poor criterion even if share prices were obtainable and represented a single 
property. 

Arguments against: 1. Extremely uncertain in results. In practice, present 
worth appraisal requires estimates as to (@) tonnage and grade of remaining 
ore reserves, both proved and potential; (b) rate of future production, or life 
of the property; (c) future unit costs of production; (d) future capital expense 
(e) future market prices of metals or other minerals produced. Particular|) 
with respect to mines of the vein or lenticular-bed types, potential ore reserves 
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cannot be reliably estimated, either as to tonnage or as to grade. At best a high 
degree of speculative conjecture as to each of the items listed is involved; and 
experience has shown that the appraisals of a given mine by two experienced 
engineers may vary tremendously. 

In determining the valuation of a property on March 1, 1913, or on a sub- 
sequent date (in connection with newly discovered deposits) for computing 
a “depletion” basis for the purpose of the Federal income tax, the same analytic 
method was used generally by the Bureau of Internal Revenue before the intro- 
duction of “percentage” depletion. In a Preliminary Report on Depletion 
issued by the Staff of the Joint Committee on Internal Revenue Taxation, in 
1929, this problem was discussed at length. A table was presented (p. 7) 
showing the valuations made by two highly competent engineers of 10 different 
copper companies ranging from some of the smallest to some of the largest. 
This table shows the two valuations for one medium-sized property to be almost 
identical. On the other hand, the two valuations of another property, of medium 
size, varied more than elevenfold. The variations for the others range between 
these two extremes, but average nearly sixfold. The report comments: “Repu- 
table mining engineers admit that it is impossible to value a mine accurately 
as of a specific date by this method, due to the many speculative factors 
involved * * *, Such wide differences as these in the valuation of properties 
afford fertile ground for disagreement between taxpayers and Government 
officers.”’ 

2. Exceedingly expensive both to the taxpayer and to the Government officials 
who administer the tax, if done scientifically and systematically. Efforts to 
reconcile widely divergent estimates are costly and constitutes a particularly 
heavy burden on the small mining company. 

3. Penalizes the expansion of proved ore reserves and thereby discourages 
orderly and efficient mine development. 

{, Puts a heavy premium on the understatement of proved ore reserves in 
tax returns, 

5. Accentuates inequity as between taxpayers who owns mines of the large 
low-grade type and those who one mines of the vein or lenticular-bed type. 


Appraisal of an ore deposit by “negotiation” between the tarpayer and taxing 
officials 

Arguments in favor: 

1. Affords a high degree of flexibility and easy adjustment to meet: (a) The 
taxpayers “ability to pay,’ (b) fluctuating needs of the community for tax 
revenue. 

2. Economical of administration, as detailed examination and analysis by 
engineers and accountants is unnecessary. 

Arguments against: 

1. Imposes an excessive responsibility on assessing official; or, stated other- 
wise, it opens the door to favoritism, political pressure, and official malfeasance. 
The resulting appraisal is too much dependant on the influence, adroitness, and 
belligerency of the taxpayers; and on the complacency, caprice, or adamancy 
of assessing officials. 

2. Lacks any rational basis: (@) Current sales of similar property are infre- 
quent and afford no practical criteria, (b) Current prices of stock-market shares, 
even when obtainable and appropriate, are a poor criterion. 

3. Lacks the requirement of a sound tax that the determination of the 
measure shall be definite and certain rather than arbitrary and vague. 


Appraisal of an ore deposit on the basis of “statutory” proceeds; usually “net” 
proceeds 

Arguments in favor: 

1. Affords a relatively high degree of certainty and clarity, despite some prob- 
lems-in formulating the statutory definitions, and in the practical computation 
of “gross” proceeds and the deductions to be allowed therefrom to determine 
“net” proceeds. 

2. Minimizes the impact of influence, pressure, and political persuasion on the 
assessing official. 

3. Recognizes the criterion “ability to pay,” at least when the “net” proceeds 
are prescribed as the measure. 

4. Affords a reasonable degree of equality as between all mining enterprises 
in a State irrespective of the type of ore deposit being exploited. 
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Arguments against: 

1. Violates the basic principal of ad valorem taxation that “full and true” 
value (with or without the application of some assessment ratio) should apply 
“universally” to all real and tangible personal property. 

Note: The method can be rationalized to some degree on the ground that the 
true value of any industrial or business property is a function of its income. 
producing capacity; but this is vitiated somewhat by the “wasting-asset” 
attribute of an ore deposit. 

2. Partakes of the nature of: (a) A severance tax, if gross proceeds are used, 
(b) An income tax, if net proceeds are used. 

3. Produces fluctuating revenue from year to year; particularly if net pro- 
ceeds are used as the measure. 

Notre.—To ameliorate this difficulty some States provide that the proceeds 
of 3 or 5 preceding years shall be averaged to obtain the measure. 
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As can be noted from the summary “Table I—Property Tax,” Michigan and 
Minnesota are the only States that, in actual practice, apply the analytic or 
“Hoskold” method of valuation. Even in these States there are important 
exceptions for copper mines in Michigan and underground iron mines in Minne- 
sota are appraised by other methods. The reason is a simple one: experience 
showed that “in practice” the “Hoskold’’ method did not “work.” The method 
has been tried in New Mexico and Arizona; and in theory it is followed in 
Texas and California. But, actually, each of these States has abandoned it, to 
all intents and purposes. It is difficult to escape the conclusion that, despite 
the fact, that, in theory, it is the only rational method, it is not practical except 


under conditions that do not exist generally in the mining business. 
Assessment by negotiation or by “debate” is the method more used than any 

other: but its shortcomings are glaring. 
Looking dispassionately into the future, it looks as though the “proceeds” 

basis for valuation, despite its faults, is likely to be adopted more and more 


widely. 


net proceeds 


Some of the objections can be overcome in part by using a multiple of 
or some variant of the Colorado plan. 


The general proposition 


that the value of a mine bears some reasonably definite relation to the value 


of a product that can currently be won from it has a degree of validity. 
all, the method has the merit of clarity and certainty. 
sound taxation, Adam Smith is quoted as follows: 


Above 
Discussing doctrines of 
“A great degree of inequity 


appears to be not so great an evil as a small degree of uncertainty.” 
This may be an exaggeration ; but the principle strongly supports the advocates 


of valuation measured by annual proceeds. 
assessor know where they stand. 


State 


Alabama 
\ zona 


Arkansas -.. 
California 


Colorado 


Kentucky 


Louisiana 
Minnesota. 


Mississippi 


Missouri 
Montana. -- 
Nevada... 


New Mexico 


New York-. 


Oklahoma 


lennessee 


Utah 


Under it both the taxpayer and the 


TAne II.—IJncome taxes measured by statutory net income 


Designation 


Income 
do 


_do 


Corporation fran- 


chise. 


| Income 


| 


|) 


\ 


| 
| 


1. Income... 
2. Mine license 
3. Property 
profits). 
Income 
do % 
Occupation 


Income 


do. 
1. Corporation 
cense. 


(net 


li- | 


2. Property (net 


proceeds). 
Property (net 
ceeds). 
1. Income 
2. Property 
ceeds). 


pro- 


(net 


Corvoration fran- 


chise. 


| Income 


Corporation excise 
1. Corporation fran- 


chise. 
2. Property 
proceeds). 


(net 


Rate 


3 percent. 
5 percent 
_do 


3.4 percent -. 


5 percent. 


8 percent__-. 


3 percent _ . 
Local mill-rate 


| 4 percent 


_do ee 
1l percent_. 


6 percent 


2 percent. 
3 percent 


Local mill-rate _ 


Local mill-rate - - 


2 percent 


Local mill-rate.__- 


5.5 percent_.- 


4 percent... ..- 


3 75 percent... 


7 
3 percent 


Local mill-rate - 


oe 


Notes 


“Cost” depletion only deductible. 

“Cost” depletion only deductiblo; rate 
graduated bel yw $7,000. 

Percentage depletion deductible; rate 
graduated bely»w $25,000. 

Patterned after Federal tax; rate of 4 
percent restored in 1949. 

Percentage depletion deductible at 40 
percent of ‘‘gross.” 

“‘Reenlar” deductions; rate graduated 
bel yw $5,000. 

Regular” deductions, 

Method for valuing ore deposit. 

No deductions for depletion, depre- 
ciatinn, or taxes. 

Percentage denletion and Federal] in- 
come tax deductible. 

Do, 

Depletion not deductible; 
creased to 12 pereent in 1949, 
alent tax on royalties. 

derletion only deductible; 

Federal income tax not deductible; 

rate gradvated below $25,000 


rate in- 
Equiv- 


| ‘Cost’ depletion only deductible. 


Percentage depletion deductible. 


Method for valuing ore Cerosit. 
No deductions for derletion or taxes. 
Method for valuing ore body; deduc- 
tions limited. 


| Patterned after Federal tax. 


Method for valuing ore body. 


Percentage derletion deductible; Fed- 
eral income tax not deductible; rate 
increased from 4 5 percent in 1949. 

Percentage depletion and Federal in- 
come tax deductible 

Federal income tax deductible 

Usral deductions except State 
chise tax. 

Method for valuing ore deposit; twice 
net used; Federal income tax, depre- 
ciation and depletion not deductible. 


fran- 
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-. INCOME TAXES IMPOSED BY STATES ON MINING ENTERPRISES 


Despite the broad principle, advocated by many, that State governments 
should leave the field of income taxation to the Federal Government, 11 of th 
25 States, as shown in table II, impose on all corporations taxes specificall 
designated as “income”; and 5 others levy corporation-franchise taxes that 
are income taxes in everything but name. In addition, six of the property 
taxes, applicable exclusively to mining enterprises, specify ‘net proceeds” o1 
“net profits” as the measure. Minnesota’s “occupation” tax on mining is meas 
ured by statutory net proceeds and has most of the attributes of an income tax 

States that measure property tax by net proceeds.—Colorado (alternative) 
Idaho, Montana, Nevada, New Mexico, and Utah (twice net). 

States that measure franchise tax by net income.—California, Montana (lj 
cense), New York, Tennessee (excise), and Utah. 

Except for Minnesota's 12-percent rate (increased from 11 percent in 1949) 
the rates range from 2 to 8 percent in different States. A few are “progressive 
in that the rate is graduated in the lower brackets; but even the maximum rates 
are low as compared with the Federal rate of 38 percent. The arguments urged 
by the proponents and opponents of the tax may be summarized as follows: 


State income taxes on mining enterprise 


Arguments in favor: 

1. Recognizes the criterion “ability to pay’’—and indirectly tends to favo 
newly launched mining enterprise. 

2. Possesses clarity and certainty, despite the necessity for defining and com 


puting “gross” income and the deductions made therefrom to determine the 
“net” income. The allowance for depletion creates problems; but these are not 
insuperable; and they are of much less importance than in the Federal tax 
because of the relatively low rate for the State taxes. 

3%. Provides economy of administration particularly if the Federal income tax 
is used as a pattern—as is the general practice. 

4. Provides equality as between various classes of taxpayers in the State; 
and as between all taxpayers engaged in the business of mining. 

5. Provides an instrument by which a State government may obtain revenue 
without trespassing in the field of property taxation to which local governments 
would like to have exclusive access. 

Arguments against: 

1. Fails to afford stability of revenue from year to year; consequently is not 
well suited to the needs of local governments and school districts. 

2. Conflicts with the principle that the field of income taxation should be 


reserved to the Federal Government. 


TABLE III.—Corporation franchise taw measured by capital stock (or variant) 


Rate 
Designation Measure per 
$1,000 


Corporation fran- | Capital stock isst 
chise outstandil 
do 
See note ‘ Actually an income tax 
rate of $40 restored 
1949 
Stated capital and paid-in 5 Also has a ‘‘capital stock 
surplus vax .hat supplement 
ui valorem proper 
tax 
Kentucky Corporation licen se Capital stock outstanding 
Louisiana... Corporation fran-| Capital stock, surplus, 
chise ind borrowed capital 
Michigar Capital stock Paid-in capital and sur 2.5 Maximum tax $50,00( 
plus 
Mississipp Corporation frat Capital, surplus, and true 
chise reser ves 
Missour do Outstanaing capital stock 
par value) ana surplus 
Montana Coporation license See note 3 Actually an income tax 
New Jersey Corporation fran Paid-in capital, earned 
chise. surplus, and true re- 
serves 


New Mexico. -. 1 Paid-in capital 


Footnote at end of table. 
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TABLE II1.—Corporation franchise taw measured by capital stock 
(or variant )—Continued 


Designation 


surplus, an 


Corporation license stock, surplu 
ind true reserves 
Greater 0 
1. Capital stock out- 
standing, earned 
surplus, and un 
aivided profits. 
“orporation fran- ‘ F of real and 
chise tangible personal 
property 
Assessed value of 
real and tangible 
personal prop- 
erty 
do Capital, surplus and re- 1. 00 
ser Ves 
do See note 30.00 | Actually an it 
irginia Corporation licen se Authorized capital stock 4.00 | Rate graduated 
$5,000 or less; $2,500 on 


$15 million or more 


easured by net income though based on ‘“‘privilege of doing business.’’ 


TABLE 1V.—Severance tages measured by physical output or gross valuc 


State Designation Rate—Ore Notes 


Alabama Privilege license $0.03 per ton Petroleum: 4 percent of market 
value. Coal: $0.015 per ton. 
Arizona Sales 1 percent of market value 
Arkansas Production--. $0.10 per ton Iron ore, sulfur, salt, petroleum: 
4 percent of market value 
Colorado ! Gross proceeds Local mill-rate | Used as valuation for property 
| tax 
Louisiana Severance $0.10 per ton | Sulfur: $1.03 per long ton 
Mississippi Sales... 2 percent of market value_| Petroleum: $0.06 per barrel or 6 
percent of market value, which- 
ever is greater 
Montana Metal-mine license 1 percent of market value_| Progressive rate; $100,000 exempt 
New Mexico Severance 0.125 percent of “gross | Copper: 0.5 percent; potash: 2.5 
sales value.”’ |} percent 
Oklahoma Gross production 0.75 percent of market | Petroleum: 5 percent of market 
value | Value 
outh Dakota Ore 4 percent of market value_| Ouput from 100,000 tons exempt; 
rate reduced from 6 percent in 
1945 
Production $1.272 per long ton (sulfur Petroleum: $0.04125 per barrel or 
4.125 percent of market value, 
} whichever is greater 
Utah Occupation. 1 percent of market value_| $50,000 exempt 
West Virginia | Business and occu- | 2.6 percent of market | Petroleum: 3.9 percent of market 
pation value value. Coal: 1.3 percent o 
market value 


! Not a true severance tax; but a property tax with 25 percent of “‘gross"’ proceeds as the ‘‘measure 


3. THE CORPORATION FRANCHISE TAX IMPOSED ON MINING ENTERPRISE 


As shown in table II1, 15 of the 25 States impose an annual franchise tax 
on all corporations for the “privilege of doing business’ in the State; and 
corporations, whose principal business is mining, are included. Rates are 
relatively low ; and the tax is not particularly burdensome to the average mining 
company. However, some of the States make a point of the fact that their tax 
structure has no corporation franchise tax. These include Arizona, Colorado, 


39888—54—pt. 7-16 
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Idaho, Minnesota, Nevada, and South Dakota. Consequently to develop a 
comparison of the overall burden on mining enterprises in the various States, 
the franchise tax is included in the calculations. 


4. THE SEVERANCE TAX APPLIED TO MINING ENTERPRISE 


Perhaps the most controversial tax is the so-called severance tax, that, as 
as shown in table IV, has been legislated into the tax structure of 12 of the 25 
States, in comparatively recent years. The basis for the tax is the privilege 
of removing or severing “natural resource” materials from the earth’s crust 
either the solid or the liquid portion. Products of rivers, lakes, and the ocean, 
as well as of the forests are subject to the tax; but it is clear that minerals are 
the principal objects of severance taxation. 

The distinctive characteristic of a true severance tax is that it shall be 
measured by the quantity produced and shall be computed by applying to such 
quantity specific rates expressed in dollars and cents per ton, per ounce, per 
barrel, or other unit. Alternatively the measure may be the gross value of the 
material removed or severed during the tax period, in which case the rate is 
a fixed percentage of the money value. Except for a few instances where a 
specified minimum quantity or value is exempt, the tax is “proportional’’—that 
is to say the rate is the same, irrespective of the volume or size of the measure 
The signifi‘ant point is that the tax prevails even if little or no profit is realized 
from the operation of producing. Presumably production will not continue 
long in the absence of some profit ; but the tax is a fixed charge that can represent 
the margin that dictates whether a taxpayer does or does not stay in business 

Perhaps because the name “severance” has acquired a sour reputation in 
mining circles, State legislatures have often avoided putting the tag on their 
new tax—even though it possesses all the attributes of a severance tax. For 
example, the following are true severance taxes: (@) South Dakota’s “ore” tax, 
(b) Utah’s “occupation” tax; (c) Montana’s “metal-mine-license”’ tax; (d) 
Arizona’s “sales” tax; and (e) Oklahoma’s “gross-production” tax. On the 
other hand, Minnesota’s “occupation” tax which, as the subject of heated con- 
troversy, has been condemned as a severance tax; does not in reality come in 
that category. 

Opponents of the severance tax point to the fact that the tax is not imposed, 
ordinarily, as an alternative to the property tax; on the contrary it usually 
is an additional levy directed against a single industry, and to that extent, is 
discriminatory. Nevertheless, the legislatures of a great many States have been, 
and still are, giving active consideration to the enactment of severance taxes 
Moreover, in several of the States already having a severance tax, agitation 
for increased rates has been a feature of each meeting of the legislature. The 
principal contentions-of the advocates and opponents of the tax may be out 
lined as follows: 

The severance tax 

Arguments in favor: 

1. Characterized by ease and economy of administration. 

2. Possesses certainty and clarity: and avoids arbitrary and capricious ad- 
ministration. The quantity produced, or the gross market value of such output 
is subiect to ready and accurate determination. 

3. Tends to provide stability of revenue from year to year, assuming that 
output is reasonably uniform. 

4. Provides a convenient instrument by which a State government can par 
ticipate in tax revenues based on the exploitation of natural resources withou 
encroaching in the field of property taxation which local governments strive to 
preempt. 

5. Recoernizes the “common heritage” theory which holds that basically mineral 
resources are the property of the State; and that as a consequence the State 
should be reimbursed to some extent, through taxation, for the depletion of 
such resources. 

6. Promotes desirable conservation of valuable mineral resources for the use 
of “future generations.” This argument is based on the philosophy that “hoard- 
ing” minerals in the ground is true conservation. (See argument 6, below.) 

7. Recognizes the criterion of “ability to pay” to the extent that the tax is 
imposed only on producing mines. Properties under initial development or 
temporarily shut down for any reason are not subject to the tax. (See argu- 
ment 1, below). 





of 
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Arguments against: 

1. Violates the criterion of “ability to pay” to the extent that neither volume 
of output nor gross sales value is a reliable criterion of such ability. (See 
argument 7, above.) 

2. Constitutes a handicap to the “marginal” producer by increasing the critical 
grade of ore that can be mined profitably. 

3. Reduces the size of the target for new exploratory activity by increasing 
the critical grade of workable ore. 

4. Tends to compel the mining of richer ores to the exclusion of the poorer. 
This applies to the selection of ore in a given mine; and to the selection of one 
mine among many. 

5. Tends to contract the overall mineral resources of the State and Nation. 

6. Frustrates and defeats conservation of valuable mineral resources. This 
contention is based on the philosophy that the true objective of conservation is 
not to lock up minerals in the ground; but to develop, produce, and consume 
them under the single test of efficient, prudent, and beneficial use in the public 
interest. (See argument 6, above.) 

7. From the standpoint of any given State, the tax tends to drive venture 
capital seeking to engage in the business of mining to other States; to under- 
mine the entire economy of such State by limiting desirable expansion and healthy 
growth. 

It may be pertinent at this time to reiterate the fundamental reason for the 
direct conflict between the two conceptions of conservation. Many laymen look 
upon reserves in the form of ore deposits as a store of metal not unlike the $24 
billion worth of gold bullion lying in deeply buried vaults at Fort Knox, Ky. 
They know that the gold could be drawn upon at will. Copper or lead existing 
in an ore deposit, even though large, have an entirely different character as a 
source of supply. Moreover, the continuous replenishment of the aggregate 
reserve, flowing from the unrelenting search for new ore, is an important phase 
of sound conservation. 


STATE TAX “STRUCTURES” AND BURDENS 


As the digests of the tax structures of the 25 States indicate, similarity is 
conspicuously absent. A question that naturally arises is this: If a mining 
property and a corporation owning it could be moved from State to State, how 
would the total tax burdens, imposed by the different States, compare? The 
device about to be described has been used in an effort to throw some livht on 
this question; although for reasons that are apparent the identity of the States 
is not disclosed. Each of the 21 is indicated by the letter of the alphabet. 

At first a single hypothetical enterprise was used as a yardstick; and the 
total tax burden to which it would be subject was computed for each State. 
The range of the resulting figures was wide, the highest being six times as great 
as the lowest. Accordingly, a second enterprise was assumed, having quite 
different conditions, and computations were made for each of the 21 States. The 
principle assumptions, designating the two enterprises for convenience as 
‘Jarge” and “small,” are listed in table V. 


TABLE V.—Assumptions for hypothetical enterprises—Basis of tar computation 
for 25 States 


‘*Large”’ enter- | ‘‘Small’’ enter- 
prise prise 


Capital_. . . j | $15, 000, 000 $1, 000, 000 

7 $26, 000, 000 $1, 310, 000 
Original investment in property, development, and plant_-_- $12, 000, 000 | $900, 000 
Original ore reserves, tons. - - ieudkine dened 60, 000, 000 1, 000, 000 
Annual plant capacity, tons. . wiledioamil 3, 000, 000 143, 000 
Life of property, years 20 7 
Reserves remaining (1948), tons_._. ke . 30, 000, 000 572, 000 
Life remaining (1948), years... = ecidatinst 10 4 
Grade of ore (index) ] 4 
Operating profit, estimated annual over full life of property -. $3, 240, 000 $187, 500 
Sales value of product (1948)... --- . a | $13, 700, 000 $1, 750, 000 
Operating profit (1948) baa sich . $4, 100, 000 | $135, 000 
Income before depletion and Federal tax (1948) - . $3, 750, 000 | $55, 000 
Federal income tax (1949, on 1948 income) - -- | $665, 000 | Nil 
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Various additional assumptions were necessary to permit the computation o 
taxes; but those tabulated give a general idea of the character of the tw: 
properties and the operating results for the year 1948. ‘The 1948 income for 
the “large’’ mine was purposely made higher than the assumed average over the 
life of the property; and that of the “small’’ property was made somewhat 
below average. 

In order to compute the amount of a property tax, it was necessary to locate 
the mines in a definite district for which the specific mill rate was known. I 
each case a district was chosen that had a “medium” rate among the mining 
districts in the State. In other respects, the procedures, assessment ratios, and 
rates shown in the 25 digests were followed. For the purposes of gaging th« 
relative burden on the “large” and “small” enterprises in different States, eac) 
tax burden (express d in money) for the small property was multiplied by 
factor that represents the ratio of the sum of the taxes on the large property to 
the sum of those on the small. This procedure, of course, involves a major 
assumption, i. e., that the aggregate burden for all States in relation to taxable 
capacity was the same for the small property as for the large. 

It can be pointed out, correctly, that certain exemptions, particularly in 
connection with taxes of the severance type, purposely give preferential treat 
ment to the small enterprise; and that it benefits from “progressive” rates in 
some instances. On the other hand, the fact is generally recognized that, in 
connection with appraisal for the ad valorem property tax, the valuation for tax 
purposes on the big enterprise is likely to be relatively lower than for the small 
For example, a plant worth $50 million may be assessed at $20 million or 40 
percent; whereas a plant worth $500,000 in the same area would be assessed at 
$300,000, or 60 percent. Accordingly for the present purpose it is assumed that 
considering all of the 21 States, the aggregate burden on the small enterprise 
is the same as on the large 


TABLE VI.—Data for chart No. 5—Indices for tar burdens 
‘*Large’’ enterprise ‘‘Small’’ enterprise 


Property Total Property Total 


36.0 36 
24, 40. ‘ 
15. 43. 3 
20. ¢ 48 


39 
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92 


« 


32. 
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5&8 
54. | 
67. § 
89 
96 
144 
115. ¢ 
141 
126 
139 
81 
240. § 


> 


375. § 
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The money figures from those computations were then converted into indices 
with the median (state K) assumed to be 100. The data appear in table VI 
and are shown graphically in figure 5. The calculations have obvious limita 
tions because of the prevalence of deviations—by custom, caprice, or chance 
from the methods and procedures prescribed in the statutes. Assessment ratios 
are particularly difficult to determine with accuracy ; and in some instances those 
listed in table I are ideal objectives—sought, but not generally realized. Never 
theless the results are qualitatively accurate; and justify some general observa 
tions on significant features. 

1. The chart (fig. 5) tells a graphie story of extreme variation, with little 
evidence of rhyme or reason. For example, the following ranges for the tax on 
the same properties in different States can be noted: 
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Range of tax burden—same properties—wvarious States 


| 


Low | Median Average | High 


“Large’’ property cilities a 36.0 99.3 99.3 234.3 
“Small” property . akenann oe ; 28.0 78.3 | 99.3 | 375.9 
Combined properties - =e 64.5 200.0 198. 6 | 564.0 


These extraordinary variations should be viewed in the light of the comments 
made at the beginning of this section (IV) of the study under the caption “Great 
diversity in tax structures.” (See p. 50.) 

2. Indicating the increasing importance of taxes other than the property tax, 
are the following percentages showing the proportion of the total burden for 
the entire group of States represented by the property tax: 


Relation of property tawes to total burden 
Percent 
For large enterprise___ ; che (dccdibitabiccciaselg Ge 
For small enterprise eis sli ‘ dds A) 


3. The growing tendency to rely upon the severance tax is indicated by the 
following figures showing the proportion of a total burden represented by 
severance taxes: 


Relation of severance tawves to total burden 


Includin 
the 11 States 
that impo 
a true sev 

ance t 


Including 
all States 


Percent Percer 
For “‘large’’ enterprise 3 
For ‘‘small’’ enterpris« ae ssiemadl §2 | 


It should, of course, be noted that in four of the States (Louisiana, Oklahoma, 
South Dakota, and Tennessee) the severance tax is specifically an alternative 
for an ad valorem property tax on the ore deposit itself. 

4. All but one of the States having a “combined burden” in excess of 100, 
as listed in table VII, imposes a severance tax; whereas only one of those with 
a burden less than 80 has a severance tax—and that is a very small one. This 
emphasizes the heavy impact of the severance tax on a property having substan 
tial production, but relatively small net proceeds. Incidentally the exemption 
of the product from the first 100,000 tons of ore mined in a year has made a 
substantial difference in the relative position of South Dakota, in connection 
with the “small” enterprise. 


TABLE VII.—Combined burden and relation of burdens on large and small 
enterprises 


Index of : Index of | 
. atio o 1} | 7 atio « 
combined | R@ me f combined | Ratio 
i | burden | burder 
yurden on | ‘small”’ burden on “gmall 
“large - to “large” State \‘Jarge’’ and| to “larg 
“small” a “emali? | arg 
| nal” | enterprises small | enterprises 
enterprises percent- | enterprises nercent 
median pa median I 
(K) =100 a | (KX)=100 


32 | ¢ ; : 101 
34 |] 4 105 
37 Oe Biscmgeat ; 111 | 
40 “ 127 
) | 132 
135 
135 | 
158 | 
176 
282 


aa OS SSOP 


FA 
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TABLE VIII.—Variation in indices for large and small enterprises 


| Margin of | Margin-of 
“large” over) ‘“‘small’’ 
“small’’ jover “large” 


“Large” “Small” 
enterprise | enterprise 


wow te 


oe 
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5. Tables VII and VIII disclose the erratic manner in which the burden on 
the “small” enterprise correlates with that of the “large” enterprise and with 
the combined burden. The ratios range from 35 percent to 216 percent. State 
S” which has the lowest ratio (35 percent) and which taxes the “large” prop- 
erty higher than any other, is exceeded by nine others in the burden imposed 
on the “small” property—principally because one of its major taxes is measured 
by statutory net income. 


Provisions Designed to Aid “Small” Enterprise 
At this point it may be useful to catalog some of the statutory provisions that 
have for their purpose to accord some preferential tax treatment to “small” 
properties ; or to ease the burden on ventures that for the time-being are either 
nonproducing or unprofitable. It cannot be disputed that a number of these can 
have a significant and beneficial effect in encouraging “new” enterprise. 
Exemptions or “Progressive” Rates that Benefit the “Small,” Nonproductive, or 
Vonprofitable Enterprise 
Arizona 
Property tax.—A property with a gross production in any year of less than 
$50,000 is exempt from any property tax on the ore deposit, although the plant 
is subject to a modest assessment. This practice is openly adopted by the 
State tax commission, although it is not provided under statutes. 
Income tar.—The rate is progressive from 1 to 4% percent on the first $6,000 
and is uniform thereafter at 5 percent. 
Arkansas 


Income tar.—The rate is progressive from 1 to 4 percent up to $25,000; and 
thereafter is uniform at 5 percent. 


Colorado 


Property tar.—A property with a gross output in any year of less than $5,000 
is classed as “nonproducing”; and is subject to a nominal assessment as are 
properties with no production whatsoever. 


Idaho 


Income taw.—The rate is progreessive from 1% to 6 percent up to $5,000; and 
beyond that is uniform at 8 percent. 


Kentucky 


Property tar.—“Inoperative” properties, although known to be in coal-bearing 
areas, have not been subject to tax on the basis of the underlying coal reserves. 
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Michigan 


Property tar.—1. “Non-operating” properties are given preferential treatment 
as compared with active properties. 

2. Mineral “rights’ ’in lands on known mineral “belts” are not assessed until 
the lands have been drilled and the extent and quantity of the ore ascertained, 

3. Under the terms of the so-called Lindquist law, passed in 1947, a newly 
discovered deposit is exempt from the general property tax “for a period of 
10 years, or until such time as it becomes part of the property of an operating 
mine, or it in itself becomes an operating mine, or both.” 


Minnesota 


Property tar.—Reserve” properties (nonproducing) are given preferential 
treatment as compared with producing properties. The assessed valuation of 
an ore deposit in a reserve property may be as little as one-half that of an 
identical deposit in an active property. 


Mississippi 
Income taw.—The rate is progressive from 1 to 5 percent up to $25,000; and 
uniform thereafter at 6 percent. 
Montana 
Vetal-mine license tar.—The first $100,000 of the “gross proceeds,” used to 
measure the tax, is exempt: and thereafter the rate is progressive from 0.25 


to 0.75 percent up to $500,000 ; above which it is uniform at 1 percent. 


New Mexico 


Property tar.—The statutes distinguish between a “productive” and a “non- 
productive” property. The latter is one “known to contain minerals in com- 
mercially workable quantities and of such character as to add value to the 
property.” The Tax Commission may, at its descretion, classify a producing 


property that fails to produce in any year “output of a value above cost” 
as nonproductive. All nonproductive properties are assessed at a “nominal 
valuation” because of the difficulty of making a fair appraisal. 
Severance taxr,.—Of the “gross value” of the output, as defined in the statutes, 
the first $200,000 is exempt. 
South Dakota 


Ore tar.—The product obtained from the first 100,000 tons of ore mined in 
any year is exempt from the tax. 


Utah 


Occupation. tar.—Of the “gross receipts’ 
$50,000 is exempt. 


’ 


(mine basis) in any year, the first 


Tax burden on mining versus other classes of tarpayers 


An ever-present question faced by State legislatures, concerned with the 
enactment of statutes involving mine taxation, is this: Is the tax burden sus- 
tained by taxpayers engaged in the business of mining greater or less than that 
sustained by taxpayers in any other homogeneous group? For example, by 
landlords in cities; by urban homeowners; by farmers and stockraisers; or by 
small merchants; or to get into enterprise usually conducted by corporations, 
by manufacturing establishments; by heavy construction; by banking; by public 
utilities; or by department stores? 

A procedure for making a comparison of the burden of State and local tax- 
ation imposed on two or more classes of taxpayers is to prepare for each an 
index (or “burden-ratio”) in the form of a fraction of which the numerator is 
the aggregate of taxes paid (exclusive of excise and payroll taxes) and the 
denominator is some suitable measure of “taxable capacity.” The larger the 
resulting fraction, the greater is the burden. Experience with such projects, 
however, has shown that it is difficult (1) to obtain and compile the necessary 
statistics, both for numerator and denominator; and (2) to choose a satisfac 
tory and appropriate denominator that will apply to two or more incongruous 
classes. 

Among the possible denominators for the index-fraction are: (1) “full and 
true” value of real estate and tangible personal property; (2) net earnings; 
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(3) surplus of proceeds above expenses of production; (4) Federal income taxes 
aid; (5) gross value of output. 

To illustrate the difficulties, supose that it is desired to compare the burden 
on the mining business and that on the business of agriculture (which ineludes 
stockraising). The total State taxes, including income taxes, paid by corpora- 
tions engaged in mining might be obtained fairly accurately; but ascertaining 

ie taxes paid by thousands of individual agriculturists, including State income 
axes, presents serious difficulty. 

The selection of a satisfactory denominator likewise would constitute a 
problem. The difficulty of appraising mining property has already been dwelled 
upon, and this alone would preclude “full and true” value as an ideal measure. 
Gross value of output might be estimated accurately for the mining industry; 
but not so accurately for the agricultural industry that lacks organized markets. 
Moreover, the use of gross value of output, alone, as a measure of “taxable 
capacity” is open to serious question. 

The other three possible denominators are essentially based on net income 
If any of them are to be used, the implication would be that “equitable” taxa- 
tion should be based entirely on net income; and authorities on taxation are not 
prepared to accept that doctrine as a foundation of a tax structure. If com- 
paring the burden on mining with that on agriculture—two businesses producing 
basic natural-resource commodities—is difficult, how much more difficult is 
the problem of comparing mining with some of the other groups; say, the banking 
business or the department store business; automobile manufacture or rail- 
roading. 

As a matter of fact the conviction is growing among students of the subject 
that “equity” or “uniformity,” or “universality” as among various heterogeneous 
classes of taxpayers is something that cannot be measured; and that, conse- 
quently, it is a theoretical goal that cannot be attained in practice. Paren- 
thetically it may be noted that equity as between taxpayers, either individuals 
or corporations within a class, is much more susceptible of determination. 
“Equality” of incidence on taxpayers in the same circumstances is highly de- 
sirable and is possible of attainment in reasonable degree. 

\{n indirect way to approach the question as to the adequacy of the tax burden 
sustained by the mining industry is as follows: As has been shown the burden 
on a given mining property situated in two different States may vary as much 
as 10 to 1. Even discarding the extreme States—both high and low—there re- 
mains a variation of at least 5 to 1. It is safe to say that the total tax bill 
(necessarily a reflection of the cost of government), as related to the total taxa- 
ble wealth or income of the State, does not vary from one State to another to 
anything like the extent indicated by the 5 to 1 ratio. 

From this, one of two inferences can be drawn: (a) That mining property in 
some States is taxed disproportionately low; or, (0) that mining property in 
some States is taxed disproportionately high. In view of the great pressure for 
increased revenue from all available sources, it is highly improbable that a class 
of taxpayers such as corporations conducting mining enterprise are given pref- 
erential treatment to any significant degree. ‘The alternative conclusion is that 
mining corporations, in many States, are subject to a tax burden greater than 
the average imposed on other classes of taxpayers. Therefore, the conclusion 
s justified that the mining industry sustains more than its reasonable share of 
the tax burden—with the possible exception of a few States. 

In considering the foregoing statement, it is pertinent again to note that the 
entire burden rather than the property tax alone is referred to; and that other 
taxes, particularly severance taxes, are an important component in many States. 
In most States the policy of the lawmakers is based on these propositions: (@) 
That the mining business should be neither subsidized nor penalized through 
taxation; and (b) that it should contribute to the cost of government to such 
extent as the legislature shall determine best serves the public interest. Accord- 
ingly, legislatures, in the enactment of tax laws relating to mining, should be 
guided by the following basic doctrine, already cited: 

“A sound tax structure shall avoid to the maximum feasible degree imposi- 
tions that obstruct, retard, or injure legitimate and useful industry and 
business.” 

It would seem therefore, that in the performance of their important duties, 
State officials responsible for the enactment and administration of tax legisla- 
tion should reexamine the tax structure in their respective States; and should 
determine whether the incidence of taxation contributes substantially to one 
or more of the following conditions: 
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1. Stagnation in the search for new mineral deposits within the State. 

2. Constraint on potential mining enterprisers to select other states (or foreign 
countries) as theaters of operation. 

3. Inefficient operation of mines resulting from undue deferment of mine 
development. 

4. Waste of the State’s mineral resources because operators are obliged to mine 
only the richer ores. 

5. Limitation of the Nation’s overall domestic supply of needed mineral com 
modities. 

6. Stifling, in general, of a basic industry that, as it expands, generates new 
business and industrial activity of every kind within the State. 

7. Restriction of the State’s aggregate tax revenues by limiting and narrowing 
the tax base (the direct consequence of (6) above). 

The foregoing must, of course, be viewed in the light of the following: 

(a) The special characteristics that differentiate mining from other kinds of 
business: and 

(b) The recognized importance of a healthy domestic mining industry as th: 
primary source of commodities uniquely vital to the public welfare. 

If it appears that the impact of existing taxes contributes, in significant degree 
to one or more of the seven conditions listed, revision of the tax structure should 
be undertaken in the common interest of the people of the State. 

Rise of State tar commissions 

One of the significant and encouraging developments of recent years has been 
the growth in the number of State tax commissions or similar agencies having 
alternate names. Today they function in 41 States; but more important than the 
growth in number is the growth in the scope of activity, in prestige, and in the 
authority exercised over county assessors and other local tax officials. 

This trend has been partly in recognition of chaotic conditions that have 
characterized the administration of taxation at the county and local level; and 
partly the outcome of expanding budgets in State, county, and municipal govern 
ments and school districts. The rapidly growing demand from all directions for 
more tax revenue has accentuated the lack of rationality and integration in State 
tax structures; and the State tax commission is an instrumentality for improv- 
ing the situation. 

One of the fields in which State commissions have been given increased au 
thority is in the taxation of mining property. Handicapped by local polities and 
pressures, by the lack of expert knowledge, and by the inadequacy of funds to 
employ competent staff, most county assessors have had great difficulty in coping 
with the problem of appraising ore deposits and other mining property. The 
State tax commission is in a much better position to command the highly special 
ized knowledge and experience needed either to carry out the appraisal or, at 
least, to give local officials competent advice and supervision. 

Another important function of State tax commissions is advising State legis- 
latures in their work of initiating, formulating, and enacting tax statutes. Asa 
permanent agency staffed with experts continuously engaged in the study of tax 
problems, the commission is in position to guide the badly needed revamping of 
tax structures. One phase of general revision, that should command attention 
in many States, is the taxation of mines. 


V. THe Feperat INcOME TAX AND MINING ENTERPRISE 


For any reasonably successful mining company in a reasonably prosperous 
year, the Federal income tax looms as an element of major importance in its 
financial performance. The fact cannot be otherwise, for the simple reason that 
the tax amounts to 38 percent of the “net” income (if above $50,000), as defined 
by the Federal Income Tax Code. 

As shown in table V, the hypothetical “small” enterprise was not liable to a 
Federal income tax in 1949 for the reason that, after allowable deductions for 
depletion, operations in 1948 showed no “taxable net.” On the other hand, the 
income tax payment of the “large” enterprise amounted to $665,000—a sum 
exceeding the total State and local levies for the same year in all but two of the 
States. There can be no question but that the Federal income tax affects 
profoundly the economic climate in which mining enterprise must be conducted, 
whether by individuals, by associations, or by corporations. 

Of course, the measure and the rates of the income tax, nominally at least, 
are uniform for all taxpayers, under similar conditions and circumstances, 
irrespective of the business in which they are engaged. Almost every organized 
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group of taxpayers argues vigorously that the public interest would be served 

y a reduction in its particular taxes. Moreover, many groups are able to make 
fairly plausible arguments to support their contentions. A number of illustra- 
tions were given under the “Widespread Pressure for Relief” in section I. 
See p. 4.) 

Pursuant to the performance of their proper functions, the Bureau of Internal 
Revenue and the Treasury Department (of which the Bureau is a component 
part) serutinize all pleas for “relief” from the Federal income tax from the 
standpoint of agencies that (1) are charged with the duty of imposing and 

illecting taxes in accordance with the law; and, (2) are obligated to supply 
Congress with expert advice and counsel in the formulation and enactment of 
tax legislation. 

From their point of view any measure or procedure that would reduce the 

rrent revenue obtained from any group of taxpayers (those engaged in 

ning, for example) would, coincidentally, increase the tax burden on every 
ther group of taxpayers. It can, of course, be argued that a judicious “adjust- 
nt,” that sacrifices a little revenue at the outset, later will generate new bases 

f taxation and thereby eventually swell tax revenue. However, proof of this 
s not always easy; and, for reasons that are understandable, Government 
officials are reluctant to lose assured current revenues. Only a highly convincing 
argument that “relief” is in the public interest is likely to gain their support. 

Spokesmen for the mining industry believe that they have a strong case for 
‘special’ consideration in connection with the Federal income tax. In the 
ourse of the discussion that follows, their claims and supporting arguments 
vill be outlined, together with some of the counterarguments offered by Federal 
officials. For the most part these opposing views will be based on sundry informal 

emoranda prepared by officials of the Internal Revenue Bureau and by members 
of the Tax Advisory Staff of the Treasury Department; and from oral comments 
made at conferences between representatives of these two agencies and of the 
United States Bureau of Mines. These conferences were held in 1949 for the 
specific purpose of “exploring the possibility of using the Federal income tax 
as a device for stimulating exploration for, and the mining of, ores by creating 
financial incentive for private enterprisers to engage in the mining business.” 
For convenience, contrary views will be attributed to the Treasury, with the 
understanding that they are not formal or official. It also should be understood, 
that in presenting the position of the mining industry at these conferences, the 
representatives of the Bureau of Mines did not act as partisan advocates. The 
purpose was to throw as much light as possible on a complex subject. 

The position of those engaged in the mining industry can be briefly sum- 
marized as follows: 

(1) Basie and fundamental to national security and the industrial and eco- 
nomie health of the whole country is an adequate, reliable, and available supply 
of metals and other strategic minerals. Major facts upon which this contention 
is based appear in section II of this study; and the proposition has the concur- 
rence of Treasury officials. 

(2) Maintenance of potential domestic production at a high level requires 
aggressive and sustained exploration for new deposits; and effective exploration 
depends on the active participation of many hundreds of private enterprisers, 
most of whom, necessarily, will fall in the category of “small.” The bases for 
this contention appears in section II; and the Treasury does not question the 
soundness of the proposition. 

(3) The most effective and desirable method for stimulating exploration is 
te provide an “economic climate” that will induce private adventurers to pro- 
vide the necessary “risk” or “venture” capital in the expectation of realizing 
commensurate financial reward; and the most potent inducement to such invest- 
ment would be modification of the Federal Income Tax Code and existing regu- 
lations as they apply to the mining business. The Treasury is inclined to agree 
that lessening the tax burden would be one way to achieve the objective; but it 
is not convinced that it is the best way. Any reduction of current tax revenue 
from mining enterprise is the equivalent, from the Treasury viewpoint, of spend- 
ing an equal amount of public funds. The question is raised as to whether the 
objective of expanded exploration could not be achieved by a more economical 
method. The alternative in the mind of the Treasury is some direct subsidy to 
those who will undertake exploration. Can taxpayers in general get more of 
their dollar in this way than by sacrificing tax revenue from the mining 
industry? 
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No mention is made of the impecunious prospector and his grubstaker for 
the reason that the prospector, with his burro and pack, is a thing of the past. 
Likewise, the day is past when a fund measured in hundreds of dollars would 
actually put a prospect on a “shipping basis.” Prospecting and initial develop- 
ment are undertakings that require funds in substantial amounts. Today, many 
housands of dollars are needed even to get started; and initial development 

likely to cost $25,000, $50,000, or frequently many times the larger figure. 

e point is that only men of substantial means are in a position to partici- 
pate in the financing of exploration under existing conditions. 


POSITION OF INDIVIDUAL ADVENTURER 


What, then, is the position of a person possessed of substantial means who 

qualified by knowledge and experience to engage in the mining business? 
What is the position of such a person who is desirous of putting capital into 
the earlier phases of the business, i. e., the exploration and initial development 

properties that presently are unproved prospects but that potentially are 
the basis of profitable mines? Is the possibility of financial reward suflicient 

make the business attractive? In what way, and to what extent, does the 
Federal income tax influence his analysis of the proposed investment? 

In reaching a decision as to whether to embark on a speculative mining enter- 
prise the prospective investor should, of course, weigh all possible outcomes 
f the venture. For the purpose of this discussion it will be assumed that he 
lans to proceed jointly with a few associates through the medium of a closely 
held corporation that they propose to launch. 


TABLE IX.—Results of investment of $100,000 in XYZ Mining Co., case 1—Oper- 
ation of the property after erploration and development prove successful 


For com- Results, 1 Results, 3 
putation of! operating operating 
Federal tax year years 


s corporate income ‘ $350, 000 $350, 000 $1, 050, 000 
me before Federal taxes and depletion | 130, 000 130, 000 390, 000 
st depletion ($33,333) percentage depletion (15 percent of $350,000 
less than 50 percent of $130,000) ‘ 52, 500 


Taxable income a patie 77, 500 
Federal income tax. -- i i ‘ 29, 500 


Net income after taxes 


rned surplus (taxable) - - - - . 167 201, 500 
100, 000 


Amount distributed to investor A- -- | L 301, 500 
Extra tax paid by investor A 


Net to investor A after Federal tax... 51, 41; 154, 239 
Less original investment redeemed by distribution of depletion 100, 000 


Investor A’s profit from transaction... 54, 239 
Return, total (percent) 54. 23 
Keturn per annum (5 years) (percent) 


Individual income tax on $117,167 =$72,667. 
Individual income tax on $50,000 = $23,580. 


PABLE X.—Results of investment of $100,000 in XYZ Mining Co., case 2—outright 


sale of the capital stock of the corporation after exploration and development 
prove successful 


Investment in corporation (investor A) $100, 000 
a a en a Se ee eT ee . 150, 000 


Sapital gain 

Tax on capital gain 

Investor A’s profit on investment 
Return (percent) 
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TasLte XI.—Results of investment of $100,000 in XYZ Mining Co., case 8—aba) 
donment after exploration and development prove unsuccessful 


Investment in corporation (investor A) -. cle _..---. $100, 000 
Long-term capital loss senna : _... $50, 000 


Portion of loss chargeable against ordinary income: 
First year al 1, 000 
Second year : bank eles 1, 000 
Third year . 1, 000 
Fourth year ad 1, OOO 
Fifth year ‘ ss ; ‘ oa . 1,000 


Total... . . : . 5, 000 


Net loss not deductible against ordinary income * ath . 95, 000 
! Assumes that taxpayer made no subsequent capital gains to offset the loss 


In general, he (investor A) should consider the three major alternatives out 
lined in the following hypothetical example. Necessarily the impact of income 
taxation is an element in the financial outcome, as indicated in the computations 
of tables IX, X, XI. The assumptions may be oversimplified; but complicatior 
are purposely avoided so as to illustrate the principles. The following conditions 
are premised: 

\. Investor A joins with two associates in organizing the XYZ Mining Co 
to develop a likely looking prospect; and he invests $100,000 in the purehas« 
of stock. 

B. Investor A has an annual taxable net income of $50,000 from other sources 

C. Three different sets of hypothetical circumstances are assumed as follows 

Case 1: The prospect develops well and, at the end of the first year, the building 
of a plant to treat the ore is undertaken by the XYZ Co. The “showing” is so 
good that money can be borrowed to finance construction; later this money 
repaid, with interest, from earnings and is not involved in the financial picture 
shown in table IX. Dividends are paid during the third, fourth, and fifth years 
and, the ore being exhausted, the company thereupon goes out of business. 

Case 2: At the end of the first year the outlook (as in case 1) is excellent 
but each WYZ shareholder sells his stock to the Colossal Corp. for $150,000 
As there has been no production and no distribution to the shareholders out of 
depletion reserve, the basis of investor A’s stock is $100,000. 

Case 3: Instead of turning out well, the year’s work proves the prospect to be 
unattractive and it is abandoned. All funds have been spent and the XYZ Co 
goes out of business. 

For the sake of simplicity, the computations in tables IX, X, and XT are 
based on his $100,000 investment without regard to investment of the other 2 
stockholders. Moreover, it is assumed that investor A is not involved in other 
transactions that result in long-term or short-term capital gains. 

Case 1: XYZ Mining Co. 

Detailing the financial outcome if the property is equipped, and operated by 
the XYZ Corp. until the ore is exhausted, table IX shows the resulting net 
return to investor A. An annual interest of 10.8 percent over a 5-year period 
may seem fairly good. But it should be noted that the profits before taxes were 
almost four times the original capital investment. That reflects an exceptionally 
rich mine—a real bonanza. Its exploitation, except for taxes, would be an 
unusually attractive venture—and yet it returned only 10.8 percent. gut the 
significant point made by those who see a lack of incentive for people of sub 
stantial means to engage in mineral exploration is this: If the prospectiv 
investor were assured in advance that the outcome of the venture would be that 
of case 1, he might well be justified in undertaking it, despite the fact that 
taxation would take a toll of 82 percent of the profits. However, the more like! 
result is that of case 3, involving a loss of $95,000. Consequently, the prudent 
investor would necessarily reflect that he would be obliged to find and operate 
2 highly successful properties merely to offset the loss on 1 failure and to 
“break even” on a series of 3 enterprises. Even then, he could not be sure that 
the law would permit him to deduct his losses against profits realized on the 
one success. 

The ratio of successes to failures among “mature” prospects is the subject of 
constant (and largely futile) discussion; but it cannot be denied that the out 
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ome reflected in case 3 is much more frequent than in case 1 (or case 2). Of 
urse the hypotheses used here are only illustrative; and detailed assumptions 
nd computations could be varied endlessly. However, they seem to point up 
1e peculiar hazards of the business of mining; and show the basis for the argu 
ent that the profits from the successful property must be adequate to offset the 
sses sustained in numerous failures, if exploration is to flourish. 
Any rational changes in tax laws and procedures that will promote this 
i¥setting”’ process will tend to stimulate mineral exploration—so goes the 
gument. 
isc 2: XYZ Mining Co. 
rable X, based on case 2, discloses the ground for a statement, often made, that 
only feasible course, under prevailing conditions as to taxation, is to sell 
property outright to one of the big established corporations. Many responsible 
ple declare that “no one but a big corporation can afford to equip and operate 
new mine that has been developed to the stage that justifies the erection of 
plant to beneficiate the ore.” They assert that every new property gravitates 
o the hands of one of a small group of big companies, as a consequence, in a 
nsiderable measure, of the tax structure. If there is merit in the argument 
rainst too great concentration of a primary industry in a few hands, the public 
erest would be served by removing or easing the conditions that make it 
ficult for the relatively small enterpriser to equip and operate his property 
: an independent unit. This is said without prejudice to big corporations and 
th full recognition of the major role that they play in the production of metals 
d minerals. 
‘he price assumed (150 percent of the invested capital) is low rather than 
zh in view of the development already completed. The purchaser, at worst, 
assured of a reasonable profit, and the speculative possibilities of finding 
ditional ore have value. Investor A realized 37.5 percent on his capital in a 
gie year. 
‘he significant point is that the purchasing corporation is acquiring control 
a property with a definite quantity of assured ore. The vendors of the 
ck shouldered the initial risk, and took the chance that the property might 
rn out as in case 3. 
\t the start, investor A would face the possible loss of $95,000. If the venture 
ed to be a failure he would be obliged subsequently to find and develop two 
yperties that he could sell at a profit of $50,000 each. Even then it would be 
cessary that gains and losses fell, chronologically, so as to admit of offsetting 
would be possible for his $100,000 capital gain from two sales to shrink to a 
of $75,000. 
In assaying the attractiveness of mining exploration as a business, the differ- 
ce between case 1 and case 2 is merely one of degree. The loss arising from 
ilures still must be offset against the profits from the occasional success, 
hether the property be operated by the finder; or sold, as assumed in case 2. 
Che action is quicker in case 2; profits realized in a single year are 70 percent 
those realized in 5 years under case 1. 


we 3: XYZ Mining Co. 
Table XI shows the most frequent outcome of a speculative investment in a 
romising prospect. Exploration and development prove unsuccessful and the 
‘operty is abandoned. Under the conditions assumed, investor A incurs an 
tright loss of $95,000, after deducting an allowable $5,000 against ordinary 
ome, 
f every prospect that could be reasonably called “attractive” became a profit- 
le mine—in other words, if there were no ventures that fell into case 3 cate- 
vy—the adequate financing of mine development and of mine exploration would 
a less vexatious problem than it actually is. Venture capital—speculative 
funds—still would be required for “scientific prospecting”, for primary explora- 
1, and for what might be called preliminary development. Beyond that point 
he risks in mining would be reduced to those that normally affect business and 
nterprise in general. But such is not the situation. Consequently people en- 
ged in the mining industry contend that losses incurred in fruitless attempts 
find new ore deposits may justly be regarded as having a peculiar status— 
xwise. They feel that the present provisions of the Tax Code fail to accord 
e taxpayers sufficient latitude and flexibility in off setting such losses against 
ther income or capital gains. Several of the proposed modifications are de- 
gned to change this situation—always with the object in view of creating an 





250 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


economic climate conducive to active investment in mine exploration by qualified 
investors. 
POSITION OF THE CORPORATION—‘“LARGE” AND “SMALL” 


It has been shown that, under typical circumstances, the most advantageous 
course for the owners of a “small” company that has proved the existence of an 
ore deposit is to sell their stock outright to one of the “large” corporations 
However, such a corporation must see in the venture sufficient merit to justify 
a capital investment large enough to provide the purchase price; and, in addition, 
the substantial outlay that will be required to develop the ore deposit in detai 
and to construct the plants required for mining and beneficiating ore. Almost 
always the ore as mined must he crushed and concentrated; and frequently 
additional treatment is required to prepare a marketable product. 


TABLE XII.—Analysis of expected return on proposed investment—venture A 


1. Ore reserves, proved and probable, tons ; 1, 050,000 
2. Productive capacity and life: 
(a) Tons per year " J 150, 000 
(b) Years of production *__- ‘ 7.0 
Capital investment required: Purchase price and cost of explora 
tion, develoy ment, and plant construction * Tee weetep sec FO 
. Net smelter re.urn, per ton i ‘ ; 11.31 


Income and profit: 
(a) Income (net smelter return) : ; $11, 875,000 
(6) Operating expense 8, 400, 000 


(ec) Operating profit 3, 475, 000 
(d) Taxes: 
State and county property a _. $2038, 000 
State income a Jd = 42, 000 
Federal income _ 486, 000 
731, OOO 


(e) Net proceeds se Lycs de . ie di ; =a 2, 744, 000 
(f) Capital investment (3, above) ; suze 2, 550, 000 
(9g) Net profit to company ______ ; : er 194, 000 
6. Summary: 
Assuming 


elimination of 
all taves Federal income taz 
(a) Net profit to corporation shin sealer ae eae $680, 000 
(6) Profit on investment of $2,550,000, percent__ 7.6 26.7 
(c) Same as (b) above per year (7 years*)—-__- | 3.8 


(d) Time required to recover investment, years— 5 5.2 


Property partly equipped ; production assumed to start first year. Assuming capita! 
to be invested over an ‘average period of 7 years. 


ae fe em ee oe oe oe ae om 
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TABLE XIII.—Analysis of expected return on proposed investment—venture B 


1. Ore reserves, proved and probable, tons__._.._._-..--_...-__ Sider 2, 041, 000 
2. Productive capacity and life: 
(a) Tons per year 
(b) Years of production? 
3. Capital investment required : Cost of purchase price and explora- 
tion, development, and plant construction’ 
4, Net smelter return, per ton 


5. Income and profit: 
(@) Income (net smelter return) $15, 626, 000 
(0) Operating expense 10, 389, 000 


(c) Operating profit 5, 237, 
(d) Taxes: 
State and county property $477, 000 
I ae . 73,000 
Federal income 716, 000 
, 266, 000 


(¢) Net proceeds 3, 971, 000 

(f) Capital investment 3, 446, 000 
(9) Net profit to company 525, 000 

3. Summary: 

After Assuming elimination 

ali tares of Federalincome tag 

(a). Net profit to corporation_____.__-_____--__ $525, 000 $1, 241, 000 
(b) Profit on investment of $3,446.00, percent__ 15, 2 36. 0 

(c) Same as (b) above: per year (13 years*)_-_ 1.2 2.8 

(d@) Years required to recover investment___- 11. é 9.6 

12.7 years estimated for mine development and plant construction, making total life 14 
years. Assuming capital to be invested over an average period of 13 years. 

In tables XII and XIII are summarized the actual calculations upon which 
one of the large mining corporations based its decision to decline two ventures 
(designated in the tables as A and B) presented to it by two different “small” 
companies. 

The policy of this particular corporation is fundamentally the same as that of 
others of similar character. To be attractive a new venture, entailing sub- 
stantial capital investment, must give promise of two things: 

(a) The assured return of the capital expenditure with interest at the going 
rate for “sound” investments; and 

(b) The potentiality of a substantial “extra” return arising from the finding, 
in the course of mining, of ores in addition to those known at the time of the 
acquisition. 

It is this speculative feature that helps compensate for the special risks that 
are inherent in the mining business; that helps to offset losses incurred in 
ventures that do not “pan out” as expected; and that, by so doing, supplies the 
incentive for making the investment. 

In both A and B the speculative aspects of the venture were attractive; but 
in each the estimated return (1.1 and 1.2 percent) on the investment, after 
paying the Federal income tax, was not sufficiently high to warrant proceeding 
with the business. Among the tax proposals that have been made, and that 
will be discussed presently, are several that would defer the imposition of the 
Federal income tax on “new” mining enterprise until part or all of the initial 
investment had been amortized. With some such provision in mind, the corpora- 
tion (see tables XII and XIII) computed the annual return with the Federal 
income tax eliminated, the results being 3.8 and 2.8 percent respectively, com- 
pared with 1.1 and 1.2 percent. Presumably this difference would have been 
sufficient to have persuaded the “large” corporation to launch the enterprise. 

In any event it is clear that the prospective burden of the income tax may 
be the factor that swings the scale for or against the acquisition of a property. 
Negative decision means that the property remains idle; that the full extent of 
the deposit remains a matter of conjecture; and that the economy, in general, 
suffers. 


39888—54—pt. 7——17 
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One other hypothetical example will be presented to illustrate, in a concrete 
way, sundry peculiar effects of the Federal income tax arising from uncertain 
ties inherent in mining enterprise. This example was devised by Mr. H. B 
Fernald, tax consultant of New York City. The company will be designated 
“Lead-Zine, Inc.” and the following assumptions will be made: 

1. Lead-Zine, Inc., expended its entire capital, amounting to $200,000, for the 
acquisition and development of a new mining property. Development proved 
successful; and funds for the plant and equipment were borrowed and repaid 
from depreciation chargeable against profits, before computing the income sub 
ject to depletion deductions. 

2. Three years were consumed in exploration, development, and equipment of 
the property. Ore reserves at that juncture were estimated as being sufficient for 
9 years of production, giving the property a prospective life of 12 years, including 
the development period. 

Based on the foregoing postulates, three different histories are assumed; and 
the financial results are computed as follows: 

History A: During 8 of the 9 operating years net annual profits were $36,047: 
whereas in 1 year neither net profit nor loss was realized and operations “broke 
even.” The summary is as follows: 


Per year Total 
Lead-Zine, Ine. (for 8 (covering 
years) | 12 years 


, | 
Earnings, before depletion. . : = 140 $665, 120 
Depletion - . .-- ‘ 5, 000 200, 000 
58, 140 465, 120 
22) 093 | 176, 74 


Taxable income... 
Income tax at 38 percent 


| 
| 
RUGS CUTS 00 GOT ONRIIOR.....cncnecedanbscndsccdcbbetscstiweitcuiionves | 36, 6, 047 


History B: At the conclusion of the fourth year of profitable operation, it 
was found that, because of unforseeable conditions as to the character, grade, 
and disposition of the ore, operations were no longer profitable and the property 
was shut down and abandoned. 

Depreciation, on plant and equipment which cost $240,000 had been allowed 
at $30,000 per year (assuming an 8-year life). A total of $120,000 had been 
allowed against the four operating years, leaving the remaining $120,000 as a 
loss sustained on abandonment in the fifth year. The loss of the fifth year 
due to this unrecovered depreciation and to unrecovered investment, as noted 
below, were assumed to be a “carryback” against the preceding 2 years; so 
that, in effect, an additional $60,000 per year depreciation (besides the $30,000 
originally charged) would be chargeable against operations for each of the third 
and fourth years. 

Depletion on $200,000 (for the mine) had been similarly allowed at $25,000 
(this being greater than “percentage depletion”) annually, on an 8-year basis, 
leaving $100,000 as loss in the fifth year to be “carried back” against the two 
preceding years. 

The taxes of the first and second operating years would stand as paid; but the 
taxes of the third and fourth years, if paid, would be refundable, and are accord- 
ingly eliminated. The summary is as follows: 


Aes s First 2 Second 2 Total or 
Lead-Zine, Inc. years years net 





Earnings, before depreciation and depletion. : ae $226, 280 $266, 280 $452, 560 
Depreciation......-.-- ies AY Bye z J 60, 000 180, 000 240, 000 
Earnings before depletion sca * -| 166, 280 46, 280 212, 56 
Depletion 3 Koeniaicebe ie an 50, 000 | 150, 000 ee 200, 000 
| 
fos 


Taxable income (or loss) of corporation ____...-~- hn . 116,280 | —103, 720 


| "19. BAO 


Income tax at 38 percent — ~~ - 44, 186 44, 186 


Net profit to corporation 72, 094 | —103, 720 —31, 626 
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History C: Instead of abandoning the property at the end of the four profit- 
able years, operations were continued during the fifth and sixth years during 
which earnings were enough to cover depreciation and depletion. In the seventh 
year the property was abandoned ; at which time the loss represented $60,000 with 
respect to plant and equipment, and $50,000 with respect to mining property. 
The abandonment at that time allowed no “carryback” of loss to reduce the 
previously determined taxes for the profitable years. The summary is as follows: 





First4 | Next2 a Total or 
70: | sors ee | > 
years | years ment net 


Earnings, before depreciation and depletion | $452, 560 $110, 000 | $562, 560 
Depreciation. J eS eee 120, 000 60, 000 $60, 000 240, 000 


Earnings before depletion.-._...........-- , 332, 560 | 50,000 | —60, 000 | 322, 560 
Depletion ? ; 4c janieaa te 100, 000 | 50, 000 50, 000 | 200, 000 


——| ; 
Taxable income (or loss) of corporation. --- 232, 560 |....-- | —110, 000 122, 560 
Income tax at 38 percent-.......- a GE OF Bedcaes hee 88, 372 


Net profit to corporation......... cdbuheos ‘ : 144, 188 Be reads .| —110, 000 34, 188 


Among the significant disclosures of the foregoing tabulations may be noted: 

Result “A”’—The venture fulfilled original expectations, and was a highly 
successful enterprise. Besides amortizing the original investment of $200,000, it 
had yielded in 12 years net profits of $288,000 or 144 percent ; and in addition the 
Federal Government had realized $176,746 in income-tax revenue. 

Result “B”—However, the outcome is quite different, if, as frequently happens, 
Nature cuts short the expected life of the property. Under “B”, at the end of 
the fourth year, earnings fell short by $31,626 of amortizing the original invest- 
ment ; which, aside from the nominal salvage value of the plant, represented a net 
loss. In the meantime, however, the corporation had paid $44,186 to the Federal 
Government as income tax—none of it recoverable. 

Result “C”—The advantage of continuing to produce, even without profit over 
and above depreciation and depletion, is shown. Incidentally, the procedure 
might be justified, from a practical standpoint, by the hope that exploration in the 
mine, or some other development, might change the economic equation so as to 
make profitable the continuation of production. Shutting down at the end of the 
ninth year showed the capital entirely amortized, with a net yield of $34,188. 
In the meantime, Federal income tax payments had totaled $88,372; and none of 
that could be retrieved. 

Lead-Zine, Inc., is, of course, a “small” company. Perhaps it would have been 
well advised to sell its property when the outlook was good at the end of the 
3-year exploratory period. Undoubtedly the “large” corporation enjoys advan- 
tages, taxwise, over smaller independent enterprisers. It is more likely to have 
income or capital gains each year against which to charge losses incurred in 
ventures that, though in production, are as yet returning no profit but on which 
development work may be continuing. 

Without implying in any sense that the large corporations are not as much 
entitled as others to just taxation, special mention will sometimes be made of 
the impact of the income tax on enterprise that may be called “small.” And, in 
the background, will be the thought that a major need is more exploration and 
initial development—the prerequisites for new productive enterprise. 

Such procedure is in accord with the proposition that concluded section II 
of this report in which it is argued that only through the active participation of 
hundreds of adventuring individuals, partnerships, syndicates, associations, and 
particularly small corporations, can the exploration for, and development of, new 
deposits be achieved on an adequate scale. 

The Treasury has argued that income taxes are part of the cost of production ; 
and that in the long run they are passed on to customers and finally appear in 
the prices for manufactured products. (Gold and silver, incidentally, because 
of the Government practice of fixing prices, are exceptions. ) 

On the other hand the general proposition must be qualified by pointing out that 
iron ore, the three major nonferrous metals, and various other metals and min- 
erals in the “strategic and critical’ class are in direct market competition with 
metals and minerals produced abroad. Even when moderate tariff protection is 
provided, domestic prices are directly affected by those prevailing in the world 
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market; and for this reason any tax burden tends to diminish domestic produc- 
tion and to stifle industrial activity. If the burden is “excessive” the public 
interest suffers. 

Officials of the Treasury Department have pointed out that the “small” enter- 
priser—individual, association, or corporation—in the business of mining may 
never realize enough income from his operations to give great moment to the ques- 
tion of income taxation. However, the chief inducement and incentive to engage 
in the business is the hope of finding one exceptional valuable property—from 
among many prospects. If the finder equips and operates the property himself, 
the direct impact of taxes is important. If he disposes of it, the terms of the 
selling transaction are affected by prospective taxes as shown in tables XII and 
XIII. Consequently, the tax burden—even if only potential—can be the deter- 
mining factor in the decision to enter, or to continue in, the business of mining 

In general, then, the position of those who urge consideration of changes, 
either in the Federal Income Tax Code itself, in the interpretation of the statutes, 
or in administrative regulations, both substantive and procedural, can be sum- 
murized briefly as follows: 

(a) That any mining venture is surrounded with unusual hazard. 

(b) That the only compelling incentive to launch a new enterprise is the 
possibility of financial reward commensurate with the risk. 

(c) That, under the existing code and procedure, the potential adventurer is 
faced with two obstacles: (a) If the venture is a failure, he is circumscribed 
in balancing his losses against other income or capital gains; and (b) if the 
venture is a success, a large proportion of the financial fruits must be sur- 
rendered in the form of income taxes. Consequently the inducement is small 
to engage in the business. 

In the following pages will be described specific modifications that have been 
proposed by spokesmen for the industry, together with some of the objections 
raised by officials of the Bureau of Internal Revenue and others in the Treasury 
Department. 

Of the proposals, the first seven relate directly to the enterprise itself— 
primarily to a company whose business, to a substantial extent, is the explosion, 
development, and exploitation of ores, nonmetallic as well as metalliferous. 
The eighth and ninth relate to holders of shares in such companies—primarily 
persons of substantial means who own large holdings in comparatively small 
corporations, 

1. Deferment of income taxation until invested capital has been recouped— 
in full or in part.—Spokesmen for the industry contend that one of the most 
effective measures for stimulating exploration and development would be to ex- 
einpt a newly launched mining venture from income taxation either; 

(a) for a specified period of years after production commences; or 

(b) until the capital investment up to a specified amount has been recouped 
from profits ; or 

(c) until the entire capital investment has been recouped from profits. 

The objective is to provide, in substance, for the rapid “tax amortization” of 
invested capital. Two possible patterns for such a procedure are in effect today: 

South Africa: An enactment by the Government of the Union of South Africa 
in respect to copper-mining enterprise, in effect, says this to a company: 

“You will not be required to pay any income tax until such times as the amount 
of taxable income accruing over the necessary period of years, shall have equaled 
the total amount of your capital investment from the inception of operations. 
When you have recouped this capital investment, you will then be required to 
share the profits of your operations with the Government by paying an income 
tax. 

“Furthermore, you will be permitted thereafter, to deduct the full cost of all 
plant additions in the year of expenditure as a current operating expense.” 

Canada: A Canadian statute, on this point, provides that operators of metal 
mines and “strategic-mineral” mines shall be exempt from tax on the income 
derived from such mines during a period of 36 months after the date of “going 
into production in reasonable commercial quantities.” The act provides that 
this date shall not be more than “6 months after the commencement of milling 
or shipping, as the case may be.” The 6-month interval is regarded as a reason- 
able period for tuning-up the new plant. 

A third variant would be to provide by statute that the first $300,000 (or any 
other arbitrarily fixed amount of the capital investment) could be recouped 
“tax-free” before income taxation became effective. While such provision would 
apply without discrimination to all corporations, the principal beneficiary would 
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be the relatively small enterprise. Obviously, on a $10 million project, for ex- 
ample, the exemption of $300,000 would be of small relative importance. 

Under the South African laws no provision is made for depletion allowance, 
either “cost” or “percentage,” for the reason that the entire amount of the 
capital investment is amortized during the tax-free period. If mining corpora- 
tions in the United States were obliged to forego the allowance flowing from 
percentage depletion, in order to obtain the deferment of the kind extended 
in South Africa, it may be doubted that the change would have much support. 
Of course, the comparative overall result, for any particular enterprise, would 
depend on many factors, including the life of the property. Some would bene- 
fit from the South African plan in the long run and some would not. If the 
amount of tax-free recoupment were limited to $300,000 or some other moderate 
amount it would appear to be rational to provide for a depletion allowance, 
thereafter, on a percentage basis. 

In Canada, the code allows percentage depletion at the rate of 3314 percent 
of “net” income for metal and “strategic-mineral”’ mines, and 40 percent for 
gold mines. In some instances, depending on sundry factors, including the life 
of the mine and average annual profits, the 3-year exemption provided in Canada, 
coupled with prescribed depletion of 3314 percent, might give a less favorable 
overall result to the corporation, than the existing percentage depletion allow- 
ances prevailing in the United States. 

The Treasury has pointed out sundry difficulties that would be encountered 
in the administration of such a plan. Would the exemption extend to the 
rejuvenation and reworking of properties that had once been abandoned? Would 
it extend to “new” ore deposits in presently operating properties that might 
be physically distinct from nearby deposits? In other words, what would be 
the definition of a “new venture” from the standpoint of taxation? The pos- 
sibility of costly controversy on such points obviously exists. 

Advocates of legislation of this sort point out that it recognizes the principle 
that until a mining adventurer recovers his original “stake” he actually has 
no true income to tax. It recognizes the characteristics peculiar to the industry 
and the hazards involved. It is particularly desirable in connection with prop- 
erties so circumstanced geologically that ore reserves cannot be measured or 
evaluated accurately far in advance; and that are always subject to unex- 
pectedly early exhaustion. The object is to stimulate the search for and 
development of mines, by easing the financial load during the period when 
the enterprise is becoming established. It is reasoned that the money “saved” 
in income taxes during the early years of operation is likely to be used to 
finance exploration in adjoining or nearby regions. 

To the extent that a favorable tax “climate” might encourage exploration 
and result in the opening of new properties, new wealth would be created; 
employment would be increased; the general economy would be stimulated; and 
new bases of taxation would be generated. 

One other aspect of a plan of this kind may be mentioned—based more on 
psychology than on any tangible tax-saving to the enterpriser. The decision to 
make an investment in a new venture is based on a calculated risk as determined 
by engineers. The quantity and grade of ore, production costs, and markets, 
must be estimated. The removal of any factor of uncertainty from the economic 
equation lessens the likelihood that a new project, under consideration, will be 
rejected. Assurance, in advance, that the enterpriser does not have to speculate 
on the action of tax authorities until his capital investment in recovered makes 
more likely the decision to proceed with the project. Moreover, the “partner- 
ship” relation with the Government that is implied has a subtle appeal to venture 
capital. 

2. “Eapensing” of the cost of development, research, etc., rather than capital- 
izing for recovery by depletion.—One of the issues long subject to controversy 
between taxpayers in the mining industry and the Treasury involves the de- 
termination of the stage, in the life of the property, prior to which expenditures 
must be capitalized for possible recovery through depletion. 

The point is covered in regulations of the Bureau of Internal Revenue. 
Briefly, they provide that the taxpayer is obliged to capitalize the amount by 
which expenditures exceed receipts from the sale of ore (if any) until the 
“producing stage” has been reached—and the “producing stage” begins at the 
time when the enterprise has “attained the projected producing capacity.” An 
alternative definition of “producing stage” used by the Treasury is: 

“When the major portion of the mineral production is obtained from workings 
other than those opened for the purpose of development, or when the principal 


, 
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activity of the mine becomes the production of developed ore rather than the 
development of additional ores for mining.” 

Under prevailing procedure, expenditures made for maintaining the property 
in condition to sustain output at the “projected producing capacity,” can be 
expensed ; but expenditures for expanding capacity for output must be capital 
ized. Generally speaking, the courts have sustained the Treasury in these regu- 
lations All recognize, however, that room exists for honest controversy in- 
volving the facts as distinguished from the law; and that everyone concerned 
would benefit from a thorough revamping and revision. 

The mining industry would like to see the statutes themselves rewritten and 
reenacted to spell out definitions, procedures, and rules in aceord with the 
following fundamental principles : 

The expenditures involved in controversy are those incurred for: 

(a) Developing, blocking out, undercutting, or stripping deposits already 
known to exist. 

(>) Erection and operation of experimental and pilot plants, the utility of 
which ceases when “commercial” operations commence. 

(ec) Technologic research and experimentation on methods of mining and 
beneficiating the ores to be produced 

As already noted, the question at issue is the appropriate “cut-off” point, be 
yond which expense need not be capitalized. The cost of depreciable plant and 
equipment is not involved; nor are the purchase price and other costs of ac 
quisition or the expense for initial exploration and prospecting—providing such 
work establishes the existence of a deposit warranting detailed development 
(If the exploration proves fruitless a different situation exists. See p. 184 
et seq.) 

Except for spokesmen for the iron-mining interests in the Lake Superior region, 
where conditions differ in some respects from those prevailing in other mining 
areas, the mining industry does not contest the capitalizing of expenditures for 
exploration The iron-ore operators are contending for the privilege of ex- 
pensing everything except the actual cost of acquisition of the property; and, as 
they almost always operate under lease from “fee” owners, a purchase price is 
seldom involved 

With the exception just noted, the mining industry would be satisfied if the 
statutes were amended so as to remove clearly and specifically, the obligation to 
eapitalize the expenditures listed under (a), (6) and (¢). (Under existing 
provisions these items can be expensed if they are incurred after production 
starts: and it is argued that to make a distinction merely on the basis of time 
is irrational.) It should be provided that the taxpayer, at his option, could 
account these items as costs of operation; and, at his further option, they could 
either: (a) Be expensed during the year in which they are incurred; or (b) 
be accounted as prepaid and deferred operating expense to be charged later 
against income when the ore related to such expenditures shall be mined. 

In effect, it is desired to recognize three progressive stages in the life of the 
property. (@) Exploring: (>) developing; and (c) producing. In general and 
under normal conditions, capitalizing would apply only to expense incurred in 
the first or exploring stage. 

The attitude of the Treasury is that costs incurred prior to attainment of the 
“projected producing capacity” are in realty depletable: and that current ex- 
pensing, taken in coniunction with “percentage” depletion, would constitute a 
“double” deduction. They regard the procedure as being, in essence, the equival- 
ent of the practice of the oil and gas industry of writing off “intangible drilling 
and development expenditures” as an operating expense. The Treasury is not 
reconciled to the validity of this procedure with respect to oil and gas; and it is 
only being consistent when it opposes the modifications in the law sought by 
the mining industry as outlined in the preceding paragraphs. 

The position of the mining industry, per contra, is this: After the existence 
has been shown of a deposit, presumptively worth exploitation, further ex- 
penditures are in fact part of the cost of operating and producing and should 
be so accounted. Depletion essentially is a device for amortizing the main 
eapital asset, i. e., the ore deposit itself; and should be so regarded. 

3. Extension of “carryover” periods for averaging incomes.—All taxpayers, 
individuals as well as corporations, have the privilege, in computing income-tax 
returns, of using the device known as “carryback” or “carryforward” of net 
losses. The purpose is to permit the “ironing out” of the effects of fluctuation 
of income from year to year. For practical reasons it is necessary to fix tax 
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periods by years; but the Government does not want the calendar to impose a 
penalty on the taxpayer. 

As an example, suppose that a corporation, over a period of 10 years, had a 
net income of $300,000, represented by $500,000 of profits realized in successful 
vears and $200,000 of losses incurred in poor years. It would be grievously 
unfair if the $500,000 in profits were taxed at 38 percent, making an aggregate 
levy of $190,000 without giving any recognition to the losses. The net result 
would be an income tax of $190,000, or 63 percent on the overall net profits com- 
pared with only 88 percent if the same income had been distributed evenly each 
year over the entire period of operation. 

Mining, to a greater extent than most other enterprise, is characterized by 
sharp fluctuations in earnings from year to year. Indeed, years of profit fre- 
quently are interspersed with years of substantial loss. Markets for the products 
ire subject to drastic change both as to prices and volume of sales; and the 
grade or quality of the ore, as mined, may vary widely. The “small” corpora- 
tion, presumably operating a single property, is particularly vulnerable to fluctua- 
tion of income. 

The Treasury has recommended a 5-year “carry forward” and a 1 year “carry 
back.” The “carryback” is a source of untold confusion because it involves 
the reopening and revision of returns already audited and closed; and the ex- 
tension of the “carryforward” period to 5 years, giving in effect a 7 year “averag- 
ng” span, is regarded as being adequately liberal. The mining industry is, of 
course, in accord with the 5 year “carryforward”; but it believes that a 2 year 
carryback” is needed to accomplish for that particular industry, the recognized 
objective of the law, in reasonable degree. (One specific provision of the code, 

ating to ecarryovers, involves “percentage” depletion and will be discussed 
mn page 182.) 

4. Repeal of the tax on intercorporate dividends and the penalty tar on con- 
solidated returns.—The Income Tax Code, as it exists today, provides: (a) That 
1 corporation receiving dividends from another corporation shall include 15 
percent of such dividends in computing its taxable income. 

(b) That a corporation, making a “consolidated” tax return for its subsidiary 
ir affiliated corporations and itself, shall be subject to an income-tax rate 2 
percent higher than that to which it otherwise would be liable. 

Both of these provisions had their origin in the campaigns against holding- 
company abuses in the early 1930’s. It is true that they produce some revenue, 
and that revenue is badly needed. Nevertheless, agreement is general, even in 
Government circles, that if they were ever justified they have outlived their 
isefulness and that they should be repealed. 

Although the provisions apply to corporations in general, it may be noted 
that they impose a particular burden on mining corporations. An example 
is found when several corporations desire to participate jointly in a speculative 
venture and organize a separate corporation for that purpose. 

5. Modification in practice regarding allowances for depreciation.—All indus- 
trial enterprise using physical plant (the term including structures, machinery, 
and equipment of various kinds) that is subject to wear, tear, deterioration, 
and obsolesence is concerned with the deduction for depreciation permitted in 
computing taxable income. There is no true profit in such enterprise unless the 
cost of exhaustible capital assets, represented by such plant, can be recovered 
“taxfree,” so to speak. 

The theoretical objective is to allow deductions in successive years, such that 
the aggregate of these deductions (plus any residual salvage value) at the end 
of the useful life of the plant shall have equaled the original cost of the asset. 
Various methods for spreading the deductions are approved and are in use. The 
simplest is a series of equal annual installments over the useful life of the 
plant. Another, logically applicable to mining, is to divide the whole cost by 
the aggregate number of units to be produced; and to determine the installment 
for each year by the output for that year. The Treasury allows considerable 
latitude; but in general requires consistency in method. The statutes use and 
emphasize the term “reasonable allowance.” It is recognized that a vast amount 
of expert judgment is involved ; and that there may be wide but honest difference 
of opinion among informed people as to what is “reasonable” in any set of 
circumstances. 

So long as an enterprise has, in any year, sufficient gross income from which 
to make the deduction, it usually is advantageous to charge off as much de- 
preciation as possible in the early years of the life of the plant. Some taxpayers 
and groups of taxpayers have sought the privilege of writing off (as deprecia- 
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tion) the entire cost in 5 years or even 4 years, despite the fact that the useful 
life of the asset is expected to be much longer. This procedure is known as 
“accelerated” depreciation. For obvious reasons, this privilege is more helpful 
to new, hazardous, and short-lived enterprises than to businesses that are more 
diversified, mature and stable. 

The business of mining has inherent characteristics that make the problem 
of depreciation somewhat unusual. Among them are these: 

(a) The projected life of a mine may be much shorter than the useful life 
of the plant, based on normal wear and tear. When the mine is worked out 
the plant is virtually worthless except for the salvage value of movable equip- 
ment: and that value, normally, is low because of the situs near the mine and 
other factors. 

(b) The earning capacity of the mine may come to an end unexpectedly 
(the ore may “play out’). Again, nothing is left but the equipment with its 
low salvage value. 

(c) Because of radical and constant changes in the techniques of mining and 
beneficiating ores, obsolescense of equipment is likely to be unusually rapid, 
rendering retirement and replacement necessary long before it is worn out. 

(d) Earnings in mining are likely to fluctuate over a wider range than those 
of many other kinds of industry. Periods of temporary shutdown are not in- 
frequent; and years of meager profit—even years of loss—may be interspersed 
among years of reasonable earnings. 

Spokesmen for the mining industry have from time to time urged sundry 
changes in the present procedure regarding depreciation. In part these might 
be accomplished by modifying regulations of the Treasury Department, but 
some amendment to the statutes also would be necessary. Among the proposals 
are: 

A. That the taxpayer engaged in mining be relieved of the obligation to account 
as “allowable” in any year depreciation that does not effectively reduce the 
amount of tax that otherwise would be payable; in other words, if his net 
income before depreciation is less than the allowable depreciation, he be not 
obliged to reduce his “basis” (i. e., the undepreciated remainder of cost on which 
future deductions are computed) by an amount greater than the net income 
before depreciation. Otherwise, it is evident that he may never realize the full 
recovery of depreciable assets to which he is legitimately entitled; and con- 
sequently, that he is, in effect, taxed on capital. This, of course, violates the 
fundamental doctrine that income only shall be the “object” of the tax. 

This hardship may be ameliorated by the provisions for “carryover” of net 
losses; but mining enterprises are frequently unable to take full advantage 
of these provisions. The life of a property is precarious; earnings are erratic; 
net income, against which to write off depreciation, is uncertain. 

B. That the taxpayer engaged in mining be permitted to use in any year any 
depreciation rate that he may elect, provided the deduction for such year does 
not exceed 25 percent of the original cost of depreciable property. This would 
permit either: (a) deferring repreciation deductions until the business is making 
a profit if “hard sledding” were encountered in the first few years; or, (b) taking 
heavy depreciation in early years (“accelerated” depreciation) in the event that 
profits were particularly good during that period. 

C. That the taxpayer be accorded the right to deduct in any year the amount 
of depreciation that he considers “reasonable” and in accord with sound fiscal 
and accounting practice; and that such deduction stand unless the officials of the 
Treasury Department are able to establish convincingly that the amount exceeds 
the bounds of reasonableness. In effect this reverses the existing situation 
wherein the burden of proof as to reasonableness rests upon the taxpayer instead 
of on the Treasury. 

Among the contentions of Treasury officials relating to depreciation are the 
following: 

A. They point out that the “carryover” provisions of the code, especially 
if the “carryforward” be extended to 5 years, minimizes the danger that normal 
depreciation charges will “run to waste.” 

B. They contend that some taxpayers would abuse a statute provideing ex- 
termely wide latitude: and would make excessive deductions in years when the 
tax rate was exceptionally high. (However, it may be noted that speculating 
on the future trend of tax rates is hazardous; and that most corporation officials 
would hesitate to make excessive deductions and find themselves with little or 
nothing to deduct in later years.) 
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C. They are not convinced that the business of mining differs sufficiently from 
other kinds of business to warrant singling it out for special consideration with 
respect to depreciation. They argue that any “liberalixation” extended to the 
mining industry should be extended to all groups of taxpayers; and they do not 
wish to face the resulting “loss” of revenue. 

However, if the taxpayer is not obliged to “waste” his depreciation allowance 
it should make little difference to the Government, in the long run, whether 
depreciable assets were written off slowly or rapidly. In no event can the aggre- 
gate deductions exceed the cost of the asset. 

The position of the taxpayer engaged in mining today may be stated as follows: 

Steps should be taken, either through new legislation or revision of the regu- 
lations, that will assure the taxpayer deductions from otherwise taxable income 
sufficient to guarantee to him the recovery, tax free, of the full cost of depreciable 
plant and equipment used to produce that income. Even if the aggregate net 
income from the enterprise is more than sufficient, he has no assurance of such 
recovery today. 

6. Modification in practice regarding allowance for depletion An underlying 
doctrine of the income tax is that the object of taxation shall be income as 
distinguished from capital or property. The depreciation allowance is a device 
for amortizing assets represented by plant, machinery, equipment, and other 
physical facilities. The depletion allowance is a device for amortizing the 
primary asset of a mining enterprise—namely, the ore deposit. In both instances, 
the exhaustible capital should be recoverable free of tax. 

There is, however, an important difference. The “basis” for depreciable assets 
is readily determined—usually the money cost of acquisition. The “basis’—in 
terms of money—for the depletable asset—the ore deposit—cannot be so deter- 
mined. Its value must be measured not by the monies actually spent in acquiring 
the property and exploring and developing it for production, but by the “present 
worth,” at the time exploitation begins, of the estimated profits to be won from 
such exploitation. (The fact that the exact deermination of present worth is 
impossible—as will appear presently—in no degree invalidates the principle.) 
The difference between these two amounts is a natural accretion and is not 
income. Consequently it should not be subject to income taxation either directly 
or indirectly. The accretion is the result of costly development; and is the just 
reward to the adventurer for the risk he takes. It cannot be emphasized too 
strongly that only the occasional property proves successful and that the monies 
spent on many failures must be recouped from the one that turns out well. 

Additional ore, discovered subsequent to the starting of production, likewise 
is a depletable asset and should be so accounted. Exploitation necessarily de- 
plets capital; and, to such extent as this depletion occurs in any year, the amount 
of net taxable income for that year should be reduced. 

An ingenious suggestion of Granville Borden (Mining Engineering, April, 1950) 
gives point to the underlying philosophy of the depletion allowance. He says 
that the mining enterpriser is engaged in two businesses: (1) The “manufacture” 
of marketable concentrates or crude metal from ore in the ground; and (2) the 
sale (albeit, piecemeal) of an ore deposit. On (1) he should be taxed as 
any other manufacturer; but on (2) he really should be taxed on the basis of 
a long-term capital gain. The depletion allowance gives recognition to this 
distinction. 

The Supreme Court (247 U. S. 295) has defined the legal concept of depletion 
in the following paragraph: 

“The depletion charge permitted as a deduction from gross income in deter- 
mining the taxable income of mines for any year represents the reduction in the 
mineral contents of the reserve from which the product is taken. The reserves 
are recognized as wasting assets. The depletion effected by operation is likened 
to the using up of raw material in making the product of a manufacturing 
establishment. As the cost of the raw material must be deducted from the gross 
income before the net income can be determined, so the estimated cost of the 
part of the reserve used up is allowed.” 

No one least of all Treasury officials contests the underlying soundness of the 
principle of a depletion allowance. As a matter of fact, the Treasury is not 
opposed to the existing method of computing the allowance as a statutory per- 
centage of gross income from the mining property. The basic objection is not 
directed to the method itself but to the size of the percentages used. The Treasury 
contends that the allowance received by the typical taxpayer under the present 
percentages is excessive. Although the most determined attack is against the 
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2714 percent enjoyed by the petroleum industry, the 15 percent applicable 
metals is also subject to vigorous criticism. 
Evolution of depletion allowance 

The evolutionary development of the practice for determining the allowable 
deduction for depletion, in computing taxable income, makes an interesting re 
ord. The principle was first recognized in the statute of 1913, wherein it was 
provided that the “basis” for any property would be the “cost” or “fair market 
value as of March 1, 1913,” whichever was greater. The significance of th« 
date March 1, 1913, is that in February of that vear the income-tax amendment 
to the United States. Constitution first became operative. 

Various methods were used by the Treasury Department to establish the value 
of an ore deposit as of March 1, 1913. However, for metal mines the most 
feasible method, and the one employed almost exclusively, was the so-called 
“analytic” or “Hoskold” method, such as is used in Minnesota and Michigan 
for making valuations for the property tax. 

The following example of the procedure is from a report to the Joint (Con 
gressional) Committee on Internal Revenue Taxation made by the committee 
staff in September 1929 (page 6) : 

“A mining property on March 1, 1913, is estimated to contain 3,811,924 tons 
of ore, and the annual rate of extraction is estimated to be 254,128 tons, giving 
an expected life of 15 years to the mine. The ore is estimated to contain 
15.734 pounds of copper per ton, resulting in a total content of recoverable copper 
of 59,976,212 pounds, the production cost of which is estimated to be 10 cents 
per pound. The average future selling price of copper is predicted to be 15.12 
cents per pound. Therefore, the operating profit per pound is 5.12 cents. Multi 
plying this operating profit per pound by the total number of pounds of re- 
coverable copper, the total expected profit is found to be $3,070,782. By Hoskold’s 
table, using an interest rate of 8 percent and a sinking-fund rate of 4 percent, the 
present worth of this total profit is found to be $1,575,474 as of March 1, 1913 
To find the value of the ores only, the March 1, 1913, value of the plant, $500,000, 
is subtracted from the present worth, leaving $1,075,474 as the value of the 
ores. The rate per pound allowed for depletion is found, of course, by dividing 
the value of the ores ($1,075,474) by the estimated amount of recoverable 
copper (59, 976,212 pounds), resulting in a depletion rate of 1.793 cents per 
pound.” 

Almost invariably the “present worth” valuation, as determined by this method, 
would be greater than the “cost” valuation; but if this were not the case the 
valuation based on cost would be substituted for $1,575,474: and the same life 
for the property would be assumed. In either event the value of the plant would 
be amortized by depreciation; and only the deposit itself would be involved in 
depletion. The purpose of determining a depletion rate in cents-per-pound is 
simply to make it convenient to compute the depletion allowance for any year 
by relating it to the production for that year. If the output were uniform, over 
the 15-year period, it would only be necessary to divide the total amount by 15 
to obtain an annual depletion allowance. Each year the “basis” would be 
reduced by the same amount. 

If the estimates used by the committee staff in its calculation all proved to 
be accurate (incidentally, a highly unlikely event!), the average taxable in 
come on each pound of copper would be the difference between 5.12 and 1.793 
cents, or 3.327 cents. This last figure, in effect, represents the proceeds of the 
assumed interest rate of 8 percent and the sinking-fund rate of 4 percent in the 
computation of present worth. 

The report of the staff emphasizes the unsatisfactory character of valuations 
made by the “analytic” method because of the many speculative factors involved. 
There are too many uncertainties and too much guessing as to geology, ore re 
serves, costs of production, future market prices for the product, etc. The report 
cites two sets of valuations for 10 actual copper properties—some small and 
some large—each set made by a mining engineer of high reputation and wide 
experience. For 1 property the valuations are approximately the same; for 
the other 9, the valuations of 1 engineer range up to 11 times those of his 
fellow engineer. The average ratio was 5.66. Such extreme divergence 
cannot but discredit the method; but, notwithstanding, the procedure was 
deemed the best available at the time. The allowance so computed was called 
“adjusted-basis” depletion; and today accounting for each separate mining 
property must reflect: (a) “Strict-cost’” depletion; (b) “adjusted-basis” deple- 
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tion; and (c) “allowable” depletion (including discovery or percentage deple- 
tion) which will be next described. 

The problem arose as to the treatment of mineral deposits discovered by the 
taxpayer in an unproven area subsequent to March 1, 1913. In 1918 the stat- 
utes were amended to take account of this contingency. It provided that, if 
the value of the discovered deposit was “materially” larger than the cost to 
the taxpayer of the area in which the discovery was made, he might use the fair 
market value at the date of discovery (or 30 days later) as the basis for depletion. 
In the absence of such a provision taxpayers that made new discoveries were 
seriously penalized. 

It soon became evident, however, that the administration of discovery deple- 
tion was impractical. It was hard to establish that the deposit was “new”; and 
once this was settled the appraisal was difficult. The determination of fair 
market value as of a given discovery date involved all the difficulties encountered 
in computing “market value as of March 1, 1913.” The result was endless 
controversy between taxpayers and the Treasury Department and much drawn- 
out litigation. Moreover, it was concluded by Government officials that “dis- 
covery” depletion was inequitable as between taxpayers in the same branch of 
the mining industry. 

In 1924 a limit of 50 percent of net income was placed on the allowable annual 
deduction under “discovery” depletion; and that limitation has been carried 
forward in the statutes ever since. 

In recognition of the serious and incurable defects of the “discovery” method, 
Congress in 1925 enacted a new statute under which producers of petroleum 
might, at their option, compute their depletion allowance at 27% percent of gross 
income with the specific provision that the allowance was “not to exceed 50 
percent of net income (computed without allowance for depletion).” 

In 1932 the option to use percentage depletion was extended to producers of 
metals, sulfur, and coal; and subsequently the following nonmetals were added 
to the list: bauxite, fluorspar, flake graphite, vermiculite, beryl, feldspar, mica, 
tale, lepidolite, spodumene, barite, clays (ball, sagger and china) phosphate rock, 
rock asphalt, trona, bentonite, gilsonite, thenardite (from brines), and potash. 

The specified allowances expressed in terms of percentage of gross income are: 
For sulfur, 23 percent; for coal, 5 percent; and for metals and the nonmetallic 
“ores” listed above, 15 percent. In each instance this additional limitation is 
specified: “but not to exceed 50 percent of net income (computed without allow- 
ance for depletion).” 

A. Reexamination of percentages of gross and net income: The determination 
by Congress of the 15 percent figure for metals was based primarily on the report 
to the Joint Committee on Internal Revenue, already referred to. Included in 
this is a summary report by Alex R. Shepherd, mining engineer. On the general 
subject this report says: 

“From the information received, it appears that both the Bureau of Internal 
Revenue and the taxpayers are favorably inclined to the percentage basis for 
depletion allowances, in lieu of the existing discovery provisions, not because 
substantially greater or less depletion will be allowed but because of simplicity 
and certainty in tax determination * * *. It is believed that the substitution 
of the percentage basis, in lieu of the present discovery clause, will result in 
definite and prompt settlement of tax liability, in simplification, and in economy, 
both for the Treasury Department and the taxpayers, and in elimination of 
uncertainty and discrimination which exists at present. * * * From long ex- 
perience in the industry and knowledge of the actual functioning of the revenue 
legislation during the past 7 years, I personnally believe the proposed percentage 
basis for depletion allowances is sound and should not reduce the revenue derived 
by the Government from the metal-mining industries. It should, over a period 
of years, increase the revenue.” 

To develop data on which to base a recommendation for an appropriate per- 
centage for use in respect to metals, Mr. Shepherd compiled figures for the years 
1922 to 1926, inclusive, for companies representing 75 percent of American-owned 
production. Table XIV summarizes the data. Significantly the depletion fig- 
ures cited in the table were for allowances over and above all amortization of 
development, both before and after production started. 





262 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


TABLE XIV.—Basis for establishing depletion allowance for metals at 15 percent 
of gross income 


(Summary of the metal industries for a 5-year period (1922-26), showing the 
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Discussing the recommendation that 15 percent of gross was an equitable 
figure, the report states: 

“From the study of this subject it is believed that 15 percent of the gross sales 
value with a 50 percent limitation of net income, would be a reasonable rate to 
allow the metal-mining industry for the future. This reduction by 2 percent 
of the actual figures shown in the summary is thought advisable to offset the 
continuing effect of the percentage depletion mett hod, * * * The percentage plan 
fixes a limit to depletion allowances at both ends of the line. Taxpayers whose 
profits are small are justly treated by the 50 percent limitation to net income. 
Taxpayers whose profits are large are limited to 15 percent of their gross sales 
which in many cases is less than the amount that they have gotten in the past. 
Further, the percentage basis follows the sales price which is just; and the tax- 
payers will receive a more equitable depletion distribution of their wasting 
assets from year to year and in proportion to their income.” 

Today, in support of its contention that the percentages are too high, the Treas- 
ury makes this point: Many taxpayers continue to receive substantial deductions 
for depletion even though they long since have retrieved tax free the full amount 
of (a) their invested capital (“strict cost’) or (b>) the fair market value as of 
March 1, 1913 (“adjusted basis’). 

Countering this argument, spokesmen for the industry point out: (@) That 
the money invested (as was stressed on pages 169 and 170 of this Section) need 
not and seldom does represent the full value of the property at the time ex- 
ploitation starts; and (0) that the reason certain companies are able to continue 
to produce (and consequently to earn income and deduct percentage depletion 
after their “adjusted-basis aggregate has been exhausted) is because they have 
in the meantime found new ore deposits on which they are drawing for current 
output. Except for such discoveries, the enterprise would have expired. Under 
the provisions of “discovery” depletion the companies would have been able to 
continue their depletion allowance just as they are doing under percentage 
depletion. 

It must be agreed that the percentage method is, in a sense, empirical; but 
the evidence is persuasive that the revenues accruing to the Government from 
the metal-mining industry as a whole are not less than they would be under the 
methods formerly in vogue. The industry is insistent in denying the contention 
of the Treasury that the 15 percent rate is excessive and constitutes a loophole 
in the income-tax otra cture through which the mining industry is enable to avoid 
its just share of the tax burden. On the contrary, spokesmen for the industry 
contend that the “double” limitation (for metals and most nonmetallic minerals, 
15 percent of gross and 50 percent of net) results, for many properties, in an 
aggregate allowance, over a period of years, substantially less than would result 
from the application of either percentage alone. They urge that, if the “double 
standard” is to be maintained, both percentages should be increased. 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 63 


Specific suggestions that have been made from time to time include: 

A. That the statutory percentages of gross income be recognized as the sole 
basis for computing allowances; and that the limitation based on net income be 
abandoned. 

B. That the statutory percentages of gross and net be increased to 20 percent 
and 75 percent respectively. 

C. That the percentage of gross be increased to 2714 percent without disturb- 
ing the 50 percent of net. 

D. That the percentage of net be increased to 75 percent without disturbing 
the 15 percent of gross. 

B. Redefinition of “net income from the property’: The statutes nowhere spe- 
cifically define “net income from the property” for the purpose of computing 
allowable depletion under the limitation of 50 percent of net. Uncertainty and 
controversy have developed as to the intent of Congress in framing the code: and 
exception is taken by some taxpayers to sundry regulations promulgated by the 
Treasury. 

The taxpayer, for the purpose of computing his depletion allowance, wants 
to make his net income as high as possible; and to that end he wants gross 
income high and deductions from gross as few and as small as possible. This 
seeming paradox—striving for a high income—is explained by the fact that the 
statutes and regulations prescribe certain bases for determining gross and net 
income for the purpose of computing depletion allowances; and that these 
amounts, all quite legally and honestly, may be higher than the amounts reflect- 
ing “taxable income” used in computing the payment due to the Government. 

The well-understood term “net smelter return” is accepted as the criterion 
by which to measure gross income; but in the past some difficulty has arisen 
in finding an equivalent measure when there were no actual shipments to a 
smelter. The statutes have been amended to “spell out” the definition so as to 
include initial benefication processes and necessary transportation as part of 
“mining”; and no serious controversy now exists as to the determination of 
gross income. 

The matters at issue concern the deductions from gross income that the 
Treasury insists should be made to arrive at net income for the purposé of 
computing the depletion allowance. Spokesmen for the industry contend that 
the computation of net income should not be affected by the form of ownership 
or the method of financing the property. Accordingly it is proposed to add a 
new section to the code to give effect to the following principle formulated by 
the tax committee of the American Mining Congress: 

“* * © To meet this standard, it is appropriate that deduction should be 
made for those expenses directly connected with the production of income from 
that property and for such indirect or overhead expenses, as definitely con- 
tributed to the production of income from such property. The deductions in 
computing net income from the property should not be increased by expenses 
applicable to other property (any more than the income from that property 
should be increased by other income); by interest paid on indebtedness (any 
more than interest received should be included in income from the property) ; 
by taxes based on or measured by income, capital stock taxes, and other charges 
which are not costs of producing net income from a particular property but 
depend upon the form of property ownership, the amount of net income when 
determined, methods of financing, etc. * * * The proposed definition is intended 
to simplify the computations and limit the deductions to those items which 
have a direct bearing upon the production of income from the particular prop- 
erty on which the percentage depletion is allowable.” 

The objects would be to provide that essential characteristic of a sound 
tax—certainty; to avoid controversy and possible litigation; and thereby to 
reduce the cost to the Federal Government of administration and the cost to 
the taxpayer of preparing and defending his returns. Clarity and certainty 
in the law are of major importance to the “small” enterpriser who does not 
regularly employ tax specialists and lawyers, and on whom employment of 
expensive consultants is a serious financial burden. 

D. Redefinition of a “mineral property”: Confusion and uncertainty surround 
the determination of what constitutes a “mineral “property” for the computation 
of depletion allowances. No definition appears in the code itself; and the 
Regulations and court rulings have not been consistent. So many sets of con- 
ditions are to be found that it is extremely difficult to draft a statute that is 
at once reasonably specific and yet generally applicable. Some of the problems 
are suggested in the following: 
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(a) Suppose that a taxpayer is operating a property for which a “basis” for 
depletion has long been established. He acquires a new and contiguous tract on 
the same lode or deposit. Shall he be obliged, for computing depletion, to 
consolidate the two properties despite radical difference in the depletion bases? 

(b) Suppose a taxpayer mines a number of ore bodies on noncontiguous tracts 
in a single district. He transports the ores from all to a centrally located con- 
centrator and the whole operation is functionally a unit. Shall he be obliged 
to consider each tract as a separate property for computing depletion? 

(c) Suppose that a taxpayer is operating as a unit a property consisting of 
contiguous tracts that were acquired from different owners and/or at different 
times. Should the circumstances and time of acquisition prevent him for com 
puting depletion allowance on the basis of a single property? 

As a practical matter, the industry urges that the statute give the taxpayer 
a relatively free hand in combining or segregating or otherwise establishing 
what he considers to be a property—so long as his determination is not frivolous 
and is consistent from year to year. 

One of the criticisms raised by the Treasury Department is that some tax- 
payers wish to consolidate for depletion purposes properties that have no physi- 
eal or operating consanguinity, whatsoever. Another is that some taxpayers 
want to change the segregation or aggregation back and forth from year to 
year depending on the scheme that would give them the smallest tax liability. 
It would seem that, in the absence of extraordinary circumstances, the taxpayer 
should be willing to adhere to a consistent program. If he is prepared to do 
this, he might be given wide latitude, provided only that his program is reason 
able and rational. 

D. Recognition of percentage depletion in computing “carryovers” of net op 
erating losses: Under present provisions the taxpayer, in computing “carry 
overs”, is required to reduce the net operating loss for the year of loss by the 
amount by which the percentage depletion allowance exceeds the depletion 
allowable on the basis of cost or of value on March 1, 1913. Such loss must be 
further reduced by the amount of any untaxed “economic gain” in the year to 
which it is proposed to carry over. In justification of the ruling the Treasury 
contends that the so-called excess depletion (the difference between “percentage” 
and “cost’’) does not constitute a true economic loss. Consequently, it is argued, 
it should not be involved in a procedure having for its purpose the “averaging” 
or “leveling” of income over a period of years. 

The result is to deny the taxpayer the benefits of percentage depletion to 
which he vigorously claims to be entitled. At least, it grossly discriminates 
against the taxpayer whose profits are erratic from year to year in contrast 
tu one whose profits are relatively stable. Penalization of this kind bears with 
particular weight on “small” mining enterprises, most of which fall into the 
group that experience poor years mixed with better ones. A pertinent analogy 
is indicated in the following statement by Arthur H. Kent (American Mining 
Congress, San Francisco, 1948) : 

“* * * The standards which should be applied * * * to the determi- 
nation of the net taxable income which results from combining the loss of a loss 
year and the gain of an income year to which such loss is carried back or Car- 
ried forward, as the case may be, should be the same as the standards, which 
are applicable in determining the income of a taxable period of a single year 
wherein the losses for certain months will operate to reduce or offset the gains 
of other months within the year. It is a common situation in many businesses 
to find that profits will be realized only in certain months, with the other months 
in the year showing operating losses. But the mere fact in such cases that 
some months in the year show gains and others losses does not cause or give rise 
to the denial of percentage depletion * * * which a taxpayer is otherwise 
eptitled. On the contrary, the same rules are applied and the same results 
rollow as though the income were evenly distributed month by month through 
the year. We believe that these rules and principles should be applicable as 
between taxable years when there is gain in one and loss in the other.” 

The present procedure frequently operates to nullify completely the benefits 
for which the carryover provisions of the income-tax Code are intended. Amend 
ment of the statutes to spell-out appropriate provisions is urged by the mining 
industry. 

B. Application of depletion provisions to tailing piles and slag dumps: As a 
consequence primarily of progress in the technology of beneficiating ores and 
recovering metals a great many old mill tailing piles and smelter slag dumps 
are being reworked. These accumulations of once-treated material are potential 
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sources of substantial quantities of valuable metals and minerals. The fact 
that a period of time—even many years—intervenes between the date of sever- 
ance of the ore from the ground and of reduction of the metal to marketable 
form should not alter the situation from the standpoint of depletion. Never- 
theless controversy has arisen in respect to the applicability of depletion to some 
yperations of this character. 

The industry contends that income arising from exploitation of tailing piles 
and slag dumps should be accorded the same treatment as income derived from 
metal or mineral coming directly from the mine. A broad amendment is desired 
that will eliminate any chance of interpretation that would deny recognition 
of such eligibility. 

7. Deduction of costs (losses) of exploration that proves to be fruitless——The 
mining industry seeks specific provisions whereby expenditures for exploration 
and initial development that does not prove successful can be deducted from 
current taxable income from ordinary sources, even though the property involved 
in the exploration is not definitely abandoned. 

The point at issue here is “definite abandonment” as a prerequisite for tax 
deduction. By this is meant legal and formal disposal or transfer of any eco- 
nomic interest in the property. It is contended that this provision imposes 
conditions, in many instances, that are not feasible. As a direct result useful 
exploration has been penalized; and, consequently, the amount of such work 
has been restricted. 

A specific example involves a corporation of “medium” size that holds large 
areas in a well-known western mining district. It has been aggressively explor- 
ng the ground in recent years; and, naturally, much of this work has proved 
fruitless. Because of the location of mine plants and workings, of reduction 
works and other operating facilities, it is not practicable to “abandon” those 
portions of the property on which exploration has shown the absence of ore. 
The expenditures cannot be charged against other income; and, as a consequence, 
exploration has been curtailed. 

A somewhat comparable situation arises when the profitable ore bodies in an 
operating mine are exhausted and the property is shut down. Under present 
provisions appropriate tax deductions arising from such exhaustion cannot be 

iken unless the property is sold or “abandoned”’—the latter being equivalent 
to a sale with the consideration nil. 

If a property is leased or held under option, abandonment can be effected 
definitely by the expiration or termination of the lease or option. If, however, 
the property is owned by the taxpayer the matter is come complicated. The 
Treasury takes the position that so long as the taxpayer finds it desirable to 
retain title to the property it cannot be regarded as being worthless. Spokes- 
men for the industry draw a distinction between value arising from the existence 
of workable ores and value arising from other possible uses. 

The Revenue Act of 1950 (as drafted, but not passed, at this writing) 
contained a provision whereby “abandonment” of capital assets of sundry speci- 
fled types, including capitalized expenditures for mineral exploration and de- 
velopment that proved to be fruitless, must be regarded as a sale or exchange. 
The effect would be to put a loss thus sustained in the category of long-term 
capital losses. As such, in the computaion of the income tax of a corporation it 
could be used only as an offset to gains arising from the sale or exchange of 
capital assets. Only in rare instances do corporations engaged in mineral ex- 
ploration realize gains from the sale of capital assets. Being denied the privi- 
ege of deducting the capital loss from income derived from profitable mining 
ventures, or from other sources, no recourse is left—even when abandonment 
can be established beyond any question of doubt. The foregoing illustrates 
how a relatively obscure amendment in the Tax Code can contribute in an im- 
portant way to building up “decentives” to the risking of venture capital in 
exploration for much needed ores. 

The industry seeks through amendment of the statutes and/or modifications in 
Treasury Regulations, a simple and clear-cut provision whereby the cost can be 
effectively deducted from income, that otherwise would be taxable, when the 
failure of an exploration project or the worthlessness of the exhausted mine 
have been established. 

(Nore.—The remaining proposals, Nos. 8 and 9, relate to the income tax of 
individual shareholders as distinguished from corporations themselves.) 

8. Deduction of losses in the individual income tar of a shareholder—Of 
primary importance to the individual who owns or is considering the purchase 
of stock in a company engaged in the mining business, would be the privilege 
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of deducting in full, from ordinary income, the amount of a long-term capital 
loss sustained by him through the failure of an exploration project or program 
that renders his shares worthless. 

This proposal has for its object changing the status of a taxpayer like in- 
vestor A, as disclosed in table XI. Therein, under the conditions assumed, the 
taxpayer was able to deduct only $5,000 (at the rate of $1,000 per year) against 
ordinary income, although his actual out-of-pocket loss was $100,000. It is 
abundantly evident that a provision like that just suggested would remove one 
of the serious deterents to participation in exploration activities on the part of 
individuals of substantial means. And, as has been stressed heretofore, persons 
in relatively high tax brackets, usually operating through closely held corpora- 
tions, are the most promising source of funds for financing exploration and new 
mining enterprise. 

The Treasury Department is aware of defects in the statutes with respect to 
capital losses—and gains—and sundry modifications, including the provision 
herein proposed, are under consideration 

Would Treasury officials be justified in recommending legislation of this type 
that differentiated between worthless stock in a mining company and worthless 
stock in any other kind of company? Such differentiation presumably would be 
predicated on the distinctive characteristics of mining, the pressing need for 
stimulating exploration, and the public interest in furthering a secure position 
with respect to the Nation's metal and mineral resources. 

9. Amelioration of “double taxation” of a corporation engaged in mining and 
its shareholders; and “extending” benefits to the shareholders.—Under present 
law, an individual must include the full amount of dividends received from 
domestic corporations (including those eagaged in the business of mining), in 
computing his taxable income. The corporation that pays the dividend already 
has paid a tax on its income—which income was the fruit of the same indus- 
trial activity as was the portion of the shareholder’s income represented by the 
dividend. The resulting phenomenon is called double taxation. 

For example, if a corporation having a capital of $1 million in a given year 
earned 10 percent, or $100,000, the corporation tax would take $38,000. If the 
remaining $62,000 were then distributed to shareholders each subject to the 50 
percent tax rate (applicable to a taxable net income of $20,000), the individual 
shareholder’s tax would take $31,000. Thus ,of the $100,000 corporate earnings, 
taxes would take 69 percent, leaving net to the shareholders $31,000, or only 
3.1 percent on their investment of $1 million. If the same corporation earned 20 
percent on its capital its shareholders would still have a net return of only 6.2 
percent. 

A strong theoretical case can be made for the proposition that the income tax is, 
by its nature, a tax on the income of an individual; and that it was irrational 
ever to have applied it to corporations, which are merely convenient instrumen- 
talities through which individual enterprisers operate in concert. 

The Treasury has given, and still is giving, consideration to some fiscal devise 
by which to ameliorate the recognized anomaly of “double taxation.” A study 
entitled, “The Postwar Corporation Tax Structure” made in December 1946, dis 
cusses a number of methods for achieving the purpose; and these are briefly 
described as follows: 

A. To eliminate the corporate income tax; and to tax realized capital gains of 
respective shareholders at the full individual rate for ordinary income. Again 
(or loss) would be realized by the shareholder whenever an asset was transferred 
by sale, gift, or devolution at death. 

B. To eliminate the tax on the corporation as such; but to treat shareholders, 
for tax purposes, as if they were members of a partnership. Each would include 
in his taxable ineome his prorata share of corporate profits, both distributed 
and undistributed. (Difficult of administration.) 

C. To allow a corporation a deduction from taxable income for, and in the 
amount of, dividends paid. Undistributed profits would be taxed to the corpora- 
tion; but distributed profits would be exempt. 

D. To treat all or part of the income tax paid by a corporation as a “‘withhold- 
ing’ tax on the dividend income of the individual shareholders. The individual 
would include in his tax-return cash dividends plus the withholding tax paid by 
the corporation; but would take credit for the amount withheld in calculating his 
own tax. If the withholding exceeded the shareholder’s tax liability he would 
get a refund. 

Hh. To exempt all corporate dividends received by an individual from the 
“normal” or “first-bracket” tax rate. The “first 20 percentage points” of the 
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individual tax is one exemption suggested. Such dividends would be subject to 
individual surtax rates or rates in excess of the first bracket. 

F. To exclude some part (say 40 percent) of all corporate dividends received 
by an individual shareholder from his taxable income. The remaining part would 
be taxed at the regular rates applicable to the individual. 

(An alternative procedure to “F’’ would be to apply to that portion of the 
taxpayer’s income represented by dividends a rate one-half as high as the 
effective rate applicable to his entire income. ) 

Any of the foregoing plans could be applied to all corporations, irrespective of 
the character of their business. The Treasury Department has tentatively con- 
sidered the selective application of some of them to “small” corporations—those 
having assets of $250,000 or less. The object, of course, is to provide some prefer- 
ential tax treatment to assist “small” enterprises. Any of the plans could be 
applied specifically and exclusively, by statute, to corporations whose primary 
business was mining, with or without a limitation as to size. 

However, there are two matters, related in a general way to double taxation, 
that are distinctive to the mining industry because of the wasting-asset charac- 
teristic of all ore deposits. These are: (a) The general question of recoupment, 
tax free, by the individual shareholder in a mining company of all or part of 
his invested capital before becoming liable for income taxation; and (b) the 
specific question of “extending” the full benefits of depletion allowance to the 
shareholder in a mining company. The practical device for accomplishing either 
of these is to exempt from the individual income tax some portion of the 
moneys distributed by the corporation to its shareholders. 

(a) Recoupment of invested capital by shareholders. In the early days of the 
income tax it was proposed that the individual holder of shares in a mining 
company should be permitted to receive dividend distributions, tax free, until 
such time as he had recovered the full amount of his personal investment. 
(The effective administration of such a provision would involve a great deal 
of policing.) It was argued that in no other way could it be made certain 
that his capital would not be taxed as income. This suggestion is frowned 
upon by the Treasury as being inconsistent with the general standards of income 
taxation based on annual determinations of taxable income. 

However, there remains reasonable ground for some preferential treatment 
of mining-company dividends. In Canada the broad principle is recognized 
as rational, and the statutes make appropriate provision for such treatment. A 
Government Summary of Tax Legislation Affecting Mining describes the provision 
as follows: 

“For the purpose of determining taxable income, shareholders residing in 
Canada receiving dividends from Canadian oil or gas companies or mining com- 
panies, which derive their profits directly from the operation of oil or gas wells 
or metalliferous and certain industrial-mineral mines in Canada, are allowed 
a deduction of 20 percent from such dividends as capital return or depletion.” 

As applied to a long-lived enterprise the aggregate of annual 20 percent tax- 
free allowances might eventually exceed the cost to the shareholder of his 
stock. However, the yield from mining operations must be regarded partly 
as income from current production and partly as capital gain or appreciation. 
In Canada, capital gains, as such, are not taxed; and in the United States they 
are recognized as justly taxable at reduced rates as compared with ordinary 
income. The Canadian government reasons that, in instances where the 20 
percent allowance may prove to exceed the investment, it still has the effect 
of a reduction in the tax-rate applicable to capital gains. 

If it were found desirable it would of course be possible to put a statutory 
limitation on the amount of recoupment (a) by limiting the aggregate allowance 
to the actual amount of the individual's investment; (0) by reducing the annual 
percentage to something less than 20 percent; or (c) by imposing a limit as to 
the number of years, after the commencement of dividend payments, for which 
deduction could be made. 

The foregoing obviously involves precisely the same principle as described 
under plan “F” outlined in the Postwar Corporation Tax Structure, except that 
it is limited to mining companies. A comparable result could be obtained by 
the application of plan “E,” again limiting it to corporations whose principal 
business is mining. It is evident that any variant of such a program would be 
of special importance to large stockholders of a “small” closely held mining 
company; and that it would provide inducement to well-to-do people to finance 
exploration activities through the medium of a corporation. 


39888—54—-pt. 718 
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(b) Eatension of benefits of depletion allowance to shareholders.—Under pre- 
vailing tax practices only in greatly diluted form do the benefits of depletion 
allowance reach the “ultimate” risk-taker—the individual investor or share- 
holder. Obviously, the depletion allowance reduces the current outlay of the 
corporation for taxes ; and leaves more money available for distribution. Spokes- 
men for the industry argue that the corporation itself is accorded an allowance 
for depletion in recognition of the exhaustion of its principal capital asset—the 
ore in the ground: and that a corresponding allowance should be made to the 
shareholder to represent the exhaustion of his capital asset represented by his 
interest in the mining property. Otherwise the shareholder is being taxed on his 
capital. Two interrelated propositions are advanced in behalf of the industry: 

1. Under the present law, capital reserves cannot be distributed to shareholders 
until all income and profits from the enterprise have been distributed as divi- 
dends in taxable form. It is urged that the statutes be amended so that cor 
porate shareholders might be permitted to receive tax-free distributions of 
capital represented by accumulated depletion reserves of the corporation; and 
that such redemptive distributions be allowed concurrently with the distribution 
of profits as ordinary dividends. Prudent management dictates the retention of 
a portion of a company’s earnings to allow for expansion or for the incidence of 
hard times; and consequently, it is argued, the obligation to distribute all 
accumulated earnings and profits is unreasonable and burdensome. 

2. Under the present law, also, the depletion reserves that may be distributed 
tax free—under any circumstances—are limited to those computed on the basis 
of “cost,” i. e. determined by the actual money investment in depletable capital 
assets. Spokesmen for the industry contend that such allowances as are made 
to the corporation itself for the computation of its tax, either on the basis of 
discovery depletion or of percentage depletion, should properly be extended to 
the shareholder. They argue that any other procedure prevents the stockholder 
from realizing the equitable allowance representing the exhaustion of his eco- 
nomic interest in the mining property. 

It would be possible to recognize percentage depletion but to impose sundry 
limitations, such, for example, as the following: 

1. The portion of any distribution (dividend) represented by depletion reserves 
could be restricted to 50 percent of the total—or to any other arbitrary 
percentage. 

2. The distribution of depletion reserves in any vear might be restricted to 
$500,000 or some other arbitrary amount. (The purposes of such limitation 
would be to give special consideration, but without discrimination, to the share- 
holders of “small” or “medium-sized” corporations. ) 

8. The distribution of depletion reserve (computed by the percentage method) 
might be restricted to a period, following the commencement of active production, 
of 3 years, 5 years, or some other arbitrary period. (The purpose of such a 
provision would be to give special consideration to shareholders in new enter- 
prises, on the same theory that the Canadian statutes exempt all income of mining 
companies from tax for an initial period of 3 years.) 

Those who urge the principle most strongly see no reason for compromise or 
halfway measures and advocate this rule: That any distribution to shareholders 
should be considered to represent depletion to the same extent as depletion (cost, 
percentage, or discovery) is allowed against income to the corporation; and 
consequently, to such extent, it should be nontaxable to the shareholder. 

The Treasury contends that the allowance based on percentage depletion at 
the present rates is “excessive”; and that to extend it to the shareholder would 
tend to “compound” the “preferential treatment already accorded the mining 
industry.” Treasury officials have in mind, of course, the fact that depletion 
allowances, in the aggregate, frequently exceed the capital investment in the 
mining property that they are designed to amortize. (This point was discussed 
at some length under “A. Reexamination of percentages of gross and net in- 
come.”) (See p. 175.) 

Refuting this position is the fact that the code recognizes (1) the validity 
of the principle of distributing depletion reserves to shareholders tax free at 
the appropriate time; and (2) the validity of the principle of computing depletion 
allowances by the percentage method. The quarrel therefore is solely with the 
percentage rates prescribed in the statutes. As pointed out heretofore the 
industry staunchly maintains that these percentages—15 of gross and 50 of net— 
are low, rather than high. 

In connection with the two preceding items (Nos. 8 and 9) dealing with the 
individual taxpayer, it is pertinent again to emphasize strongly the position of 
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the large shareholder in a closely held mining corporation of “small” or “medium” 
size. Any practical amelioration of the tax burden would tend to increase the 
incentive for men with means to engage in exploration and the later phases of 
the mineral-producing business. Of course, people can (and many do) participate 
in the mining business through the purchase of shares in large established 
corporations; but their interest is impersonal and abstract. Such participation 
does not achieve the objective, heretofore emphasized, of attracting the energy, 
ibility, and capital of men qualified to undertake directly the speculative en- 
deavor of prospecting, exploration and exploitation. 


Summary regarding the Federal income tax 


1. National security and the industrial and economic health of the United States 
rest on many things. Basic and fundamental, however, is an adequate, reliable 
and available supply of metals and other strategic minerals; for the simple 
reason that in the modern world all construction, all production, and all manu- 
facture depend primarily on metals and minerals. 

2. Minimum reliance should be placed on supplies from overseas; and only a 
dynamic domestic industry, consisting of “going” enterprises, can meet its share 
of the demand. 

3. Contrary to the fears of some that the United States is now a have-not 
Nation, latent domestic resources are large and wide-spread; and, though “con- 
cealed,’’ are susceptible to discovery by scientific and intensive exploration. 

4. However, one basic requirement for a healthy industry is known and proved 
reserves in the ground as distinguished from latent and potential (but undis- 
covered) resources. Today proved reserves are inadequate; and in support of 
this assertion account is taken of: 

(a) The nonrenewability and limited life of every ore deposit. Consequently, 
new deposits must be found at an ever-increasing rate to replace and supplement 
those that are mined out. 

(0) The unavoidable time lag between the discovery of a deposit and sub- 
stantial production therefrom. Experience has shown that the necessary suc- 
cession of steps, including mine development, technologie research, erection and 
equipment of plant, usually has required from 3 to 6 years, or even more. 

(c) The limitation on expansibility of production from a given deposit im- 
posed by conditions inherent in the geology and geography or ore bodies and in 
mine operations. 

5. Improvement in the overall position requires many-fold expansion in the 
volume of exploration, development, and exploitation. This would involve the 
active participation of hundreds of enterprising groups of which many would 
be “small” corporations newly organized for the specific purpose. 

6. Those intimately familiar with the mining business contend that the most 
efficient and effective method of attaining this needed expansion—and the most 
economical from the standpoint of taxpayers, in general—is modification of 
sundry provisions of the Federal Income Tax Code that today deter potential 
suppliers of the necessary risk capital from launching new mining ventures. 
They aver that, under present tax provisions, new mining enterprise does not 
attract those qualified to engage in it. 

7. In the final analysis, capital must be supplied and the risk must be as- 
sumed by individuals. Therefore an important phase of the problem is to create 
idequate financial incentive for people having capital at their command to 
participate in new mining ventures. 

8. The Treasury Department agrees that rational modifications of the code 
and regulations could be devised that would make new mining enterprise more 
attractive to venture capital. However, the Department is not fully persuaded 
that changes in income taxation constitute the most effective and economical 
insrument by which the Federal Government can stimulate exploration, develop- 
ment, and production of vital metals and minerals. 

9. The only alternative (assuming that the Government does not itself engage 
in the business on a huge scale) is direct subsidization, in some form, by the 
Federal agencies. The Treasury and the Congress are familiar with arguments 
in favor of, as well as the cogent objections to, various types of direct subsidy. 

10. It would seem that it is the duty of both the Treasury and Congress to 
reexamine the impact of the income tax on the mining industry. If, by feasible 
and just changes in the Tax Code or in the practices of administration, the 
business of discovering and exploiting deposits of metals and minerals can be 
stimulated, such changes are distinctly in the public interest. 
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SHORT GLOSSARY OF MINING TERMS 


Beneficiation (ore): The processing of crude ore to product a marketable 
material. With metals, usually a process of concentrating, preparatory to 
smelting. (See Concentrating.) 

Blanket-type deposit: A deposit of great horizontal extent and substantial 
thickness, usually lying close to the surface. Typically lean in valuable mineral ; 
but characterized by huge tonnages. Examples: Mesabi iron mines in Minnesota : 
porphyry copper mines in Utah and other Western States; and potash mines in 
New Mexico (see vein-type deposit; lenticular-bed deposit). 

Blister copper: A smelter product of crude cast copper (about 97 or 98 percent 
pure) often containing gold, silver, and other metals that are recovered in the 
process of electrolytic refining. (See Smelting.) 

“Commercial” reserves: Ore that could be mined profitably under the approxi- 
mate economic and technologic conditions prevailing at the time of the estimate 

Concentrating (ore): Process of separating valuable constituents of an ore 
from the gangue or associated rock, usually by mechanical means. (See Milling.) 

Custom smelter: An establishment, usually centrally located, to which mining 
companies ship their ore (or concentrate) for reduction. The smelting company 
mixes the shipments from many mines; and makes settlement on the basis of 
sampling and assaying the separate shipments. (See “net smelter return.”) 

Development (mine): Excavation and other work done in a mine to prepare 
ore bodies for extraction—such as sinking shafts, driving levels, etc. 

Exploration: The systematic search for ore. (See Prospecting.) 

Fee owner: The owner of ore lands who typically leases to the mine operator; 
mainly significant in the Lake Superior iron-ore regions. 

Geophysical prospecting: Searching for mineral deposits by the use of physi- 
cal and electrical instruments and phenomena, without boring or digging. 

Grubstake: Supplies or funds furnished to a prospector by an individual or 
small group with the understanding that the grubstaker will share in any dis- 
coveries that may be made. (Usually on a 50-50 basis.) 

Lenticular-bed deposit: A deposit of limited extent lying in conformity to 
slichtly-pitched sedimentary beds. Examples: Lead, silver mines in Utah; zinc 
mines in Tennessee (See Blanket-type deposit: vein-type deposit.) 

Marginal producer: An enterprise having ore reserves of such quality and 
disposition in the ground that production normally results in “trading an old 
dollar for a new one.” 

Milling (ore): Process of crushing and grinding ore usually to prepare it for 
concentrating or other beneficiation. Often used to include the entire treatment 
preceding smelting. 

“Net smelter return”: The payment made by a custom smelter for a shipment 
of ore or concentrate. Represents the market value of the recoverable metals— 
less treatment charges, deductions, penalties, freight, refining and marketing 
expense. 

Nonmetallic ores: Ores that are mined to obtain marketable products for 

lustrial use other than metals and mineral fuels Examples: Asbestos, barite 
borax, feldspar, fluerspar, graphite, gypsum, magnesite, mica, phosphate rock, 
potash, salt, sulfur, tale. 

Plant (mining): headframes, buildings, railways, hoists, machinery, and 
workshops, both underground and on surface, at a mine. Works for crushing, 
grinding, concentrating, and shipping the ore at the mine site usually would 
be included. 

Prospecting: Searching for new deposits of ore, particularly in “virgin” areas. 
(See Exploration.) 

Reserves (ore) : Known, proven, and measured ore bodies available for future 
mining. “Indicated” reserves are deposits for which measurements, samples, 
and assays are insufficient for precise estimate as to tonnage and grade. 

Shaft (mine): An excavation (vertical or steeply inclined) of limited area 
compared with its depth made to search for ore and/or to provide a passage 
through which miners and materials may be lowered (or hoisted) and ore 
hoisted when mined. 

Slag: Vitreous material produced from the ore-gangue and flux in the smelting 
process (See Smelting.) 

Slag dump: An accumulation of stored slag often held in expectation of later 
retreatment. 

Smelting: The process of fusing and reducing ores or concentrates in a furnace 
with appropriate fluxes. It produces molten metal which settles and is tapped 
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from the furnace and cast into bars; and a nonmetallic slag which is tapped 
separately. 

Strategic and critical minerals: Those raw and semiprocessed mineral ma- 
terials that are required for essential use in war emergency; and whose procure- 
ment in adequate quantities, quality, or time is sufficiently uncertain for any 
reason, to require prior provision for their supply (official definition) 

Tailing: The rejected portion of crude ore from which thc greater part of the 
more valuable constituents has been removed by concentration. 

Tailing pile: An accumulation of stored tailing often held in expectation of 

iter retreatment. 

Vein (type) (lode) deposit: A thin tabletlike deposit usually lying at a steep 
angle and persisting to relatively great depth. Relatively rich in valuable 
minerals, and characterized by small tonnages. Examples: Copper mines in 
Michigan; gold mines in California; zinc mines in New Jersey; and fluorspar 


mines in Illinois. (See Blanket-type deposit: lenticular-bed deposit. ) 


SHORT GLOSSARY OF TAX TERMS 


Ad valorem property tax: A tax measure by the “full and true” value in 
money of real or tangible personal property. The value is the price that a 
willing buyer would pay a willing seller. Some fraction of such value may be 
ised by law, by custom, or error or by caprice for assessment purpose. (See 
Mill rate.) 

Assessment ratio: The percentage that the assessed value (for taxation) 
bears to the full and true value of property. 

Basis (of a tax) : The “ground” on which the tax is exacted. Among bases in 
ommon use are: 

Ownership or possessior 
Receipt of net income 
Privilege of exercising a franchise or doi 
Privilege of producing or manufacturing 
Privilege of selling goods 
Privilege of severing natural res« 

(9) Privilege of consuming goods 


iny year to “carry forward” or “carry back’ 1 or part of such loss to a year 
when net profits are realized, so as to reduce the taxable income for the year 

f carryover 

Depletion allowance: A deduction from gross income, granted a taxpayer in 

mputing his taxable income, to compensate for the progressive exhaustion of 
his primary capital asset: Namely, his ore deposit. It recognizes the doctrine 
that true income and not property or capital is the “object” of the income tax. 

See Percentage depletion.) 

“Double” taxation (as nsed in this study): The phenomenon of imposing 

Federal tax on the income of a corporation and another upon the income of 
a stockholder represented by dividends paid by that corporation. It is con- 
tended that the income is the “fruit” or “outflow” of a single industrial or 
business activity ; and that it is twice taxed 

Excise tax: A duty or levy on the manufacture, sale, or consumption of certain 
commodities ; or on the privilege of conducting or engaging in certain occupations 
or businesses 

“Hoskold” method (“‘analytic” method): A procedure for appraising a mining 
property by computing the present worth of the expected annual earnings over 
the estimated life of the ore deposit: using an appropriate interest rate (usually 
6 to 9 percent) for the desired annual income and a second interest rate (usually 
3 or 4 percent) for a sinking fund designed to amortize the original investment 
by the time the deposit is exhausted. 

Measure (of a tax): The quantity, either in money or in physical units (fre 
quently expressed in tons, ounces, barrels, etc.), to which is applied the prescribed 
‘rate” expressed in percentage or in dollars, cents, or mills, to determine the 
payment due. 

Mill rate: The number of mills per dollar of assumed valuation levied for 
an ad valorem property tax. Usually the sum of levies by county, municipality, 
school district, etc. 

Natural (common) heritage theory: The doctrine that mineral resources are 
a “gift from nature”; that, fundamentally, they belong to the state and that 


Carryover: The practice of permitting a t: ver who suffers a net loss in 
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se 


the state should be reimbursed for depletion of this “natural” or “common’”’ asset 
through the imposition of special taxes on the corporation that mines them 

Percentage depletion: An allowance for depletion comprised of a specified 
percentage of gross income as defined by statute. 

Progressive tax: A tax in which the rate is graduated upward with the 
size of the measure. For example, the individual Federal income tax is 
progressive. 

Rate (of a tax): The figure, expressed in percentage or in money, by which 
the measure of a tax is multiplied to obtain the amount owed by the taxpayer 
(See measure), 

Severance tax: A tax imposed for the privilege of severing natural resources 
from the ground. It is measured by the quantity severed in terms of ounces 
tons, barrels, ete., or by the gross market value in money at the time and plac 
ol severance. 

Taxable capacity: The relative ability of taxpayers or classes of taxpayers 
to sustain a tax burden. Among possible measures are: (1) “Full and true’ 
value of property owned; (2) net earnings; (3) surplus of proceeds above ex- 
penses of production; (4) Federal income taxes paid; and (5) gross value 
of output. 

Tax structure: A synthesis of the taxes to which a property or an enter- 
prise is subjected by Federal, State, and local taxing authorities. 


Senator Martone. Dr. John D. Morgan, special assistant to the 
Assistant Director for Materials, Office of Defense Mobilization; 
F. L. Parnell, executive assistant, Financial Policy Area, Office of 
Defense Mobilization; and Mr. Irving Gumbel, Acting Director of 
Materials Division, Emergency Purchasing Service, General Services 
Administration. Would you three gentlemen come forward. 


STATEMENT OF JOHN D. MORGAN, JR., SPECIAL ASSISTANT TO 
THE ASSISTANT DIRECTOR FOR MATERIALS, OFFICE OF DEFENSE 
MOBILIZATION, ACCOMPANIED BY F. L. PARNELL, EXECUTIVE 
ASSISTANT, FINANCIAL POLICY AREA, OFFICE OF DEFENSE 
MOBILIZATION; AND IRVING GUMBEL, ACTING DIRECTOR, MA- 
TERIALS DIVISION, EMERGENCY PROCUREMENT SERVICE, 
GENERAL SERVICES ADMINISTRATION 


Mr. Morean. Yes, sir. 

Senator Martone. Mr. Morgan, I am going to ask you to lead off 
with your statement. These other two men are here. You three will 
work together to a certain extent. Any time you would like one of 
the other men, Mr. Parnell or Mr. Gumbel, to make a point clearer, 
or in any manner contribute to the information of the committee, you 
may do so. 

Identify yourself, first, along with these other two men, and then 
you may proceed. 

Mr. Morcan. I am John D. Morgan, Jr., special assistant to Mr. 
E. H. Weaver who is the Assistant Director of ODM for Materials. 

On my right is Mr. F. L. Parnell, executive assistant, Financial 
Policy Area, of the Office of Defense Mobilization, and on my left, 
Mr. Irving Gumbel, in charge of the Materials Division of the 
Emergency Procurement Service of the General Services Adminis- 
tration. 

At the suggestion of Mr. Adlerman of your staff, Mr. Chairman, 
I have prepared a very brief statement showing how the accelerated 
tax amortization authority fits into the total mineral supply expan 
sion program. 

Senator Matone. I think you can go ahead with your statement 
in any way you see fit. At this point, I will say to you that we know 
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Mr. Gumbel very well. Sometimes he takes a little punishment be- 
fore the committee, but we think he does the best he can under the 
circumstances. He is a good, efficient public servant. Go ahead. 


CRITICAL MATERIAL SHORTAGE AT THE START OF THE KOREAN WAR 


Mr. Moraan, The purpose of this statement is to show just how 
accelerated tax amortization has been fitted into the total mineral 
supply expansion program. The start of the Korean war, in June 
1950, found the United States ill-prepared to supply the strategic 
materials requirements of the war. The strategic and critical ma- 
terials stockpile program had been initiated in 1946 by Public Law 

520, 79th Congress, with the original intent that stockpiles would be 
completed i in about a 5- year period. 

However, as of June 30, 1950, when the war had just started, mate- 
rials valued at only $1.5 billion were on hand, compared to stockpile 
objectives valued at $4 billion. 

Senator Martone. Mr. Morgan, I am going to ask you at that point 
just why you think we were in that condition. 

Mr. Moraan. Sir, I believe that one of the main deterrents to ac- 
quiring the stockpile in the period 1946-50 was the inadequacy of 
appropriated funds for the acquisition of materials. In that time 
befets the start of the Korean war that I had had some association 


with the program, the main problem was budgeting the available 
money among the much greater quantities of materials that were 
available. For example, there was 18-cent copper available that 
could not be bought because there was not enough money to do it. 

A few years later we were hard pressed to get 3614- -cent copper. 


Senator Matonr. Were you employed then in any category ¢ 

Mr. Morean. I was assigned to the staff of the National Security 
Resources Board in October 1948. 

Senator Martone. Let me ask you. To your knowledge, were there 
recommendations made by the proper authorities to Congress for the 
right amount of money to complete the stockpiles as was indicated 
in the 1946 Stockpile Act ? 

Mr. Morean. Sir, I do not have complete knowledge of that, but 
in the period that I was associated with it, the Munitions Board of the 
Department of Defense was primarily responsible for requesting and 
defending the budget for stockpiling. 

Senator Matonr. Do you know what the budget was that they 
presented ¢ 

Mr. Morean. Congress usually appropriated almost as much as 
the Munitions Board was allowed to ask for in the official budget 
request. 

Senator Matone. Who allowed them to ask? That is a peculiar 
word to use when you are in a defense outfit and want a certain amount 
of materials. Can you tell us who allowed them to do this? 

Mr. Morean. Yes, sir. The stockpile budget request, just as all 
budget requests, was cleared by the Bureau of the Budget, and then 
made a part of the general budget of the President. 

Senator Martone. Whose budget committee is this that you are dis- 
cussing now’ Who does it work under? 

Mr. Morean. Do you mean which committee of Congress? 

Senator Matone. No. It does not work under the committee of 
Congress. That I know. 
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Mr. Morean. Do you mean the Budget Director ? 

Senator Marone. That is what you were talking about; is it not? 

Mr. Morean. Yes, sir. 

Senator Matone. Who does he work under ? 

Mr. Morcan. He works under the President. 

Senator Matonr. Who do you suppose issued the orders as to the 
amount of these materials that were to be purchased ? 

Mr. Morean. The ultimate responsibility was that of the President. 

Senator Matons. Who do you suppose issued the orders to the 
Budget Director? Was there anyone intervening there that you 
might suspect ¢ 

Mr. MorGan. No one that I know of, sir. 

Senator Matonr. Then it is the President of the United States 
and the Budget Director that recommended to Congress what they 
needed to fight a war, is that not right ¢ 

Mr. Morcan. That was the procedure, sir. 

Senator Martone. And to your certain knowledge it was not enough, 
is that right ? 

Mr. Morean. The start of the Korean war found the facts as I 
indicated them, that the stockpile contained materials valued at $1.5 
billion compared to the objectives of $4 billion. 

Senator Matonr. You just said that the reason it was not up to the 
specifications is because there was not enough money. Is that true? 

Mr. Morean. That is one of the major reasons; yes, sir. 

Senator Mavong. What is the other major reason ? 

RATE OF STOCKPILE ACQUISITION 

Mr. Morean. Well, it is questionable whether the government could 
have acquired the full amount of $4 billion worth of material in the 
period from mid-1946 to mid-1950 without creating, in some areas, at 
least, serious shortages and price rises. 

Senator Martone. Did you try ? 

Mr. Morean. Within the limits of the funds that were available, 
I think the General Services Administration did the best it could to 
get as much material as quickly as possible, yes, sir. 

Senator Matong. Now you come back to the lack of money, and that 
comes back to the Budget Director who works directly under the 
President, is that true? 

Mr. Moraan. Yes, sir. 

Senator Martone. That still comes back to the one major reason. 

asked you for another reason. 

Mr. Morean. That was the major reason, sir. 

Senator Martone. There was no other major reason, then? 

Mr. Morean. Right, sir. 

Senator Martone. It would be hard for me to believe that the men 
in charge of purchasing this material did not follow orders to go as 
far as they thought they let them go. Do you think they did? 

Mr. Morean. The General Services Administration, as far as I 
know, carried out the orders that were given to it. 

Senator Matonz. Well, did they not, to your knowledge, carry out 
the orders that were given them? You just said that they did not 
have the money to commit for the material. 

Mr. Moraean. In each year they managed to commit most of the 
available money by the end of the year, yes, sir. 
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Senator Matone. Then, as a matter of fact, you pin it right on the 
Budget Director and the President of the United States, is that right, 
the lack of materials in the stockpile? 

Mr. Morean. At the start of the war, undoubtedly they were re- 
sponsible. 

Senator Martone. Well, that was the period when we had the min- 
erals in, was it not? 

Mr.Morean. Yes,sir. 

Senator Martone. We are looking forward always in the event that 
we might get in trouble; is that right? Is that the reason that we 
have a stockpile? 

Mr. Moraan. This is right, sir. 

Senator Manone. What are we doing now to alleviate that condi- 
tion? Do not quote any figures from the stockpile, because that is 
classified, but this committee has found out a good deal about the 
stockpile. It does not look very good. 

Mr. Morean. Well, it is now in better shape than it was at the start 
of the Korean war. The total objectives, and this is not classified, are 
now valued at $6.8 billion, and the amount of material on hand at 
the present time is worth $4.2 billion. 

Senator Martone. Is there enough money in the budget now to go 
ahead and complete the stockpile operation ? 

Mr. Morean. The combination of borrowing authority under the 
Defense Production Act and appropriations under the Stockpile Act, 
appear to be adequate for current operations, but additional appro- 
priations will be required in the future to complete the stockpile. 

Senator Matonr. What do you mean, the borrowing authority ? 


Mr. Morean. Senator, I can explain that now, or if I were to read 
this statement, I think the whole program would be clearer. 

Senator Matone. Let us have it now. What do you mean by bor- 
rowing authority ? 


DEFENSE PRODUCTION ACT OF 1950 


Mr. Morcan. Under the Defense Production Act of 1950, as 
amended, the Congress made available a total of $2.1 billion in bor- 
rowing authority. This was authority which permitted the Govern- 
ment, under the conditions of the Defense Production Act, to make 
contracts and purchase guarantees, and to grant other financial as- 
sistance including loans ‘and guaranteed loans, for the expansion of 
the supply of materials to meet defense purposes. 

The Congress specified that obligations against the borrowing au- 
thority need be counted only to the extent of probable ultimate net 
cost. So, for example, to take a simple case—if the Government 
made a contingent contract for zinc where the price was 15 cents a 
pound, and it estimated that the price in the future would never go 
below 10 cents a pound, the probable ultimate net cost would be 5 
cents a pound. With the total of $2.1 billion borrowing authority on 
a net cost basis, as of September 30, 1953, strategic materials had been 
allocated about $6.3 billion on a gross transaction basis, having a 
probable ultimate net cost of about $0.8 billion on a probable ultimate 
net cost basis. 

Senator Martone. Do you have ample supplies of zinc and lead in 
the stockpile now ? 
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Mr. Morean. The current stockpile objectives have been achieved. 

Senator Matonr. What is this I hear that there may be additional 
stockpile buying of zine and lead? What is that for ? 

Mr. Morean. The stockpile objectives are supposed to be reviewed 
from time to time to make sure they are current. A review is in 
progress at the present time on these items. 

Senator Matonr. What do you mean by a review? 


PURPOSE OF STOCKPILE 


Mr. Morean. A stockpile objective is intended to make up for the 

anticipated wartime deficit, at present based on a 5-year war. The 
requirements for military and atomic energy programs, for industrial 
production, for essential civilian production, and for essential exports 
mn wartime, are calculated. Then using the information supplied by 
the various agencies, the supply expected to be available in wartime 
from dpmestic mines, and from imports from strategically accessible 
sources, (with appropriate discounts for political inst: rbility in the 
foreign, countries, for shipping losses to the United States, and for 
the danger of relying on concentrated foreign sources) is estimated. 

Senator Matone. [ think I begin to see why 

Mr. Morean. If there is a wartime deficit, that generally is the 
a objective. 

Serfator Martone. I think I begin to understand why you might have 
to review your stockpile objectives, because you just said you con- 
nected it with what you might estimate would be the production in 
the United States during wartime. Is that what I understood? 

Mr. Morean. That is right, sir. 

Senator Martone. Well, if you let this condition go along much 
more, you will have to not only revamp your estimates, because maybe 
you will not have any production during the war. 

Mr. Morean. Senator, you have seen the point exactly. To the 
degree that there is a going and functioning domestic mining in- 
dustry 

Senator Maton. There is not any now, for your information. 

Mr. Moraan. There is less need for a stockpile. 

Senator Martone. Did you hear me? 

Mr. Moraan. Yes, sir. 

Senator Mavone. There is no going concern mining industry now, 
in the strategic and critical materials, except where the Government 
has made concessions in loaning money for short amortization periods 
or guaranteed unit price, and the present policy that is being pursued 
is to close them out entirely, and will result that way. In other words, 
the mining companies are hanging on now, hoping against hope, that 
a principle will be adopted that will again put the profit incentive 
back in mining, and in the production of strategic, critical minerals 
and materials. 

What is your background? Have you ever submitted it to the 
committee ? 

Mr. Moraan. I do not believe I have, sir. I can outline it very 
briefly, if you wish. 

Senator Maroneg. I wish you would. 

Mr. Moraan. I have been educated in the field of mining engineer- 
ing. I havea bachelor’s, master’s, doctor’s and the professonal degree 
engineer of mines in mining from the College of Mineral Industries of 
the Pennsylvania State University. In 1953 I completed the exten- 
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sion course in economic mobilization at the Industrial College of the 
Armed Forces. 

From 1942 to 1946, [ was an officer in the Corps of Engineers, 
United States Army, serving with engineer troops in this country 
and abroad. I served as a major with an engineer combat group in 
the Pacific theater, and at the end of World War II returned to the 
university for graduate work. 

In 1948 I wrote a book, the Domestic Mining Industry of the United 
States in World War II, pointing out the wartime mobiliz: — needs 
for minerals and what should be done to meet them in the future. 
This book was favorably received in many quarters. I have written 
several technical articles and am a member of the American Institute 
of Mining and Metallurgical Engineers and several other technical 
organizations. 

In 1948, while a major in the Corps of Engineers, United States 
Army, I was assigned to the National Security Resources Board to 
assist that agency in its work on strategic and critical materials. In 
February 1951 I was assigned to the newly created Defense Produc- 
tion Administration. 

I was honorably discharged from the service in January of 1952, 
and since that time have continued as a civilian on the staff of the 
Defense Production Administration where I was Director, Materials 
Review Division, and more recently in the Office of Defense Mobiliza- 
tion. ; 

Senator Martone. Have you ever worked in the mining areas or 
know something about the exploration for minerals 


Mr. Morean. In the course of the past 12 years, ineludix ng my mili- 


tary service and graduate work, I have been privi ileged to visit m: ny 


mining operations in many parts of this country and abroad, although 
I have never been on the payroll of any specific mining comp: ny. 

Senator Martone. Have you ever been responsible for any mining 
job in production ? 

Mr. Morcan. No, sir. As I have indicated, I have never been on 
the payroll of any specific mining company. 

Senator Matone. Have you ever worked for them, or have you ever 
spent any time in the product ion side of the materials 

Mr. Morean. No, sir. 

Senator Martone. Well, Mr. Morgan, I respect you for your service 
in the Army and all your degrees, but right now, and for the past 
20 years the mining industry, along with many other industries in 
this country, has slowly approached the point of destruction, and its 
life has been prolonged by a couple of wars, when you would pay any- 
thing to get something to fight with, and it has been prolonged through 
subsidies and short amortization periods, and guaranteed unit prices, 
and various methods cooked up here in Was shington that keep the 
investors and private enterprises just gasping for breath, but hang- 
ing on, hoping that some principle will be adopted some time so that 
they can see their way clear to go to their stockholders and get more 
money. Do you have any idea of how that might be done? 

Mr. Morcan. Well, sir, we have tried within the limits of the au- 
thorities and appropriations made available to us by Congress to 
maintain and to expand the domestic mining industry and to build u 
stockpiles where stockpiles are necessary. I, as an individual, woul 
imagine that anything that can be done to increase the rate of return 
from investments in the industry would encourage its development. 
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Kor example, in the case of petroleum, we are not stockpiling petro- 
leum nor are we relying to any extensive degree on foreign sources 
Apparently the financial returns on investments in petroleum have 
permitted extension of the known reserves each year, have permitted 
a greater use of petroleum in the civilian economy, and have given us 
a petroleum mobilization base that should be adequate for a major war. 

As to what needs to be done in the future, I am sure, sir, that you 
have noted that in October 1953 the President asked the Secretary of 
the Interior to chair a special Committee on Mineral Policy composed 
of several Cabinet officers to recommend what can and should be done 
to establish a proper mineral policy for the country. 

I am not at liberty to say what that Committee will recommend, be- 
cause I don’t know of the deliberations of that Committee, but we 
are looking forward to what they recommend, and then carrying it out. 

Senator Martone. Is the recent announcement on the wool industry 
an indication of what you have in mind? 

Mr. Moraan. I have seen the announcement on wool in the paper 
this morning, sir, but I cannot see any parallel to the mineral situation 
that I am familiar with. 

Senator Martone. Well, I hope not. Is the Secretary of the In- 
terior Chairman of this Cabinet group? 

Mr. Morean. Yes, sir. The Committee consists of the Secretary 
of the Interior as Chairman, the Secretary of Commerce, the Secre- 
tary of State, and the Director of the Office of Defense Mobilization. 

In addition, the Committee has been charged to work closely with 
the Secretary of the Treasury, Mr. Humphrey, who, you know, has a 
great personal knowledge of the mining industry, and also with the 


Director of the Budget Bureau, and with other responsible agencies. 

Senatur Martone. Well, in the course of 20 years, the Office of the 
Secretary of State has just about slaughtered the mining industry. 
So if he is a member of the Committee, he should be able to show you 
where the burial should take a anyway. I realize this is not your 


responsibility, but I also realize you are down there in a spot where 
at least the executives’ idea, the executive branch of the Government, 
their idea through the Cabinet Committee will be formulated. 

Are you familiar with the 1934 Trade Agreements Act ? 

Mr. Morcan. I am not intimately familiar with it, sir. I have 
glanced through it. 

Senator Matone. It would not hurt you to take a second glance, if 
you are going to keep in this business. In 1934 the Congress of the 
United States, at the instigation of a very strong man the President 
working with a very weak Congress, caused the transfer, through the 
1934 Trade Agreements Act, of the constitutional responsibility of 
Congress to the executive department with the authority to regulate 
foreign trade, foreign commerce, and to adjust the duties, imposts, and 
excises. 

It amended the Constitution of the United States by a simple law, 
and the executive transferred, apparently, that authority, for all 
practical purposes, to the State Department to make these trade agree- 
ments. You recall trade agreements are not actually trade agree- 
ments. They are agreements to lower tariffs or duties. We lower a 
tariff or duty on some commodity with a certain country, and that 
country is supposed to agree, or does agree, to lower a tariff or duty 
upon some other commodity. 
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We generally, as a matter of fact, make the trade agreement with 
ome country that is not the chief producer and sometimes does not 
produce any, as has been developed in hearings here, but then under 
a most-favored-nation clause, the lowering of ‘the tariff to one nation 

s available to all other nations in the world. Are you familiar with 
that provision ? 

Mr. Morean. I have not been, sir. 

Senator Martone. That does not apply to the nation with which we 
make the trade agreement. They are a little smarter than we are. 
So then we are in direct competition with every nation in the world 
on the basis of that trade agreement. They call it reciprocal trade, 
although a careful reading of the act does not disclose any wording of 
that kind in the act, and a careful review of the : agreements made does 
not disclose any reciprocity. 

The nation involved either changes the value of its currency in terms 

the dollar, and in effect puts the tariff on the money, or it exercises a 
quota system or import licenses or permit system, so that the ultimate 
effect is no advantage to this country whatever. 

That act expires on June 12. You see, it was passed for 3 years in 
1934, and then extended for 3 years at the expiration date until 1951, 
vhen we were able to cut the extension to 2 years, and last year it was 

xtended for 1 year. It expires on June 12. If allowed to expire, 
that regulation of foreign trade and the adjustment of duties, imposts, 
and excises, which we call tariffs and import fees, reverts to the 
Tariff Commission, an agent of Congress, on the basis of tariff law 
which says specifically that that Tariff Commission shall determine 
the cost of production of an article in this country, not the highest 
cost or the lowest cost, but a fair cost on an economic basis, and the 
cost of that article or a like article in the chief competitive nation, 
and recommendation that as the duty or tariff, that difference. That 
is by law, then, an established policy of Congress, with the executive 
having nothing to do with it tabene, 

Therefore, over a period of years, about 75 years, it was pretty well 
developed and established that private capital will go into a business, 
on an established principle by Congress. 

Do you think that would have any of the earmarks of establishing 
a trade on the basis of fair and reasonable competition so that coun- 
tries, foreign countries, have access to our markets on the same basis 
as our local producers, but no advantage? Do you think that might 
have some earmarks of a commonsense way of increasing local pro- 
duction ? 

Mr. Morean. Naturally, sir, appearing here this morning as a repre- 
sentative of one of the executive agencies, I could not take a position 
ahead of time on it. 

Senator Martone. You would not have any ideas of your own sepa- 
rate from your commission ¢ 

Mr. Morean. Well, if the situation is as you describe it, and I must 
make clear I have not studied in detail the reciprocal trade situa- 
tion 

Senator Martone. We call it the 1934 Trade Agreements Act. You 
can call it reciprocal trade. That was a phrase created like “Trade, 
Not Aid.” That was by Mr. Butler, head of the Exchequer of Eng- 
land. We created that phrase, and we are selling that to the people 
now. 
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Mr. Morean. I can certainly say as a general rule whatever encour 
ages the mining industry in this country is more likely to result in a 
more healthy and more permanent domestic mining industry. 

Senator Martone. Well, that is a great confession. I advise you, if 
you have any spare time, to read what has happened to the industry in 
this country. I was interested in what you said a moment ago about 
the review of the stockpile requirements in view of the new “position 
of the industry in le: ad and zinc, that you have all you need under 
your former estimate, but now, due to ‘the position of the industry, 
then it might be that you need to further sudy it, and you might need 
more in the stockpile. 

I heartily agree with you, that you will need more, because the zinc 
and lead, due to the beating it has taken at the hands of the Secretary 
of State, with no help from. any other source, I might add, is producing 
now about half of what it was producing some years ago, with every 
prospect of practically producing none, so our ‘stockpile is going to 
have to have considerable size, is going to have to be considerable 
size. You will review it now, and you will review it next year. That 
would be your policy, would it not, if production continually went 
down? 

Mr. Moraan. Yes, sir. 

Senator Martone. Would it ever occur to your Committee there, the 
Defense Mobilization Committee, to study the reasons for the general 
iowering of the ability of the industry? 

Mr. Morean. Yes, sir; and the way we operate, if I may outline the 
procedure briefly, is as follows: The Office of Defense Mobilization is 
a very small agency-——— 

Senator Matonz. Also a very powerful agency, is it not, at this 
yoint ? 

Mr. Moreaan. Yes, sir; it is. 

Senator Matonr. Can you not, as a matter of fact, reduce any re- 
quirements for any certain mineral or material that even the Director 
of National Defense recommends? 

Mr. Moraan. That is correct. 

Senator Martone. Is it not a fact you have done that several times! 

Mr. Morean. I, personally, have not cut back any military require 
ments. 

Senator Martone. I will recommend to you a further study. You 
are young enough to spend a little time in the evening reading some of 
this evidence. Take home with you the hearings on titanium. The 
National Defense Director recommended 35,000 tons a year. Your 
Department down there cut it to 22,000, and then raised it to 25,000. 
At the time this committee started to study it, the organization rep- 
resented by our friend, Mr. Gumbel, had let contracts for about 
8,000 or 8,500 tons a year, and now has let contracts, I think, for about 
18,000. The testimony by industry representatives where these ex- 
periments are carried on was that they needed 150,000 tons a year as of 
the moment for national defense alone, if the plans for the new planes 
were to be taken off the board. You now have a committee to study it. 
But I just want to cite that to you as one outstanding example of the 
operation. 

Mr. Morean. We have an Office of Production Requirements and 
Programs that is responsible for screening the military requirements. 
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Senator Matone. Where are they? Is that a part of your board? 

Mr. Morean. Yes, sir, that is the Office of Production Require- 
ments and Programs and is headed by an Assistant Director of ODM. 

Senator Matone. Who is that? 

Mr. Morean. I believe at the present time it is Mr. William N. 
Lawrence. 

Senator Martone. Who is Mr. William N. Lawrence? 

Mr. Morean. He is an Assistant Director of the Office of Defense 
Mobilization 

Mr. ApLERMAN. I think he appeared the other day, did he not? 

Mr. Morgan. He was not with us. 

Senator Martone. What is his background ? 

Mr. Morean. I really do not know, sir. 

Mr. ApLermMaNn. We had him on the list, and he did not show up. 

Senator Martone. He isthe one that takes the recommendation, then, 
of the Director of National Defense, and revamps it, and then recom- 
mends to your board ¢ 

Mr. Morcan. May I explain briefly the internal organization of the 
Office of Defense Mobilization ? 

Senator MaLone. Yes, I think that would be a go vd idea. 

Mr. Morean. The Office of Defense Mobilization is headed by 
Arthur S. Flemming, and is organized as outlined in exhibit A. 


OFFICE OF DEFENSE MOBILIZATION 


OFFICE OF THE DIRECTOR 
| DIRECTOR DEFEMSE MOBILIZATION BOARD 
SCIENCE ADVISORY COMMITTEE Po<9p- <= LABOR & MAMAGEMEWT MAMPOWER 
' DEPUTY DIRECTOR 
’ 
: 


i 


' 
| WEALTH ADVISORY COMMITTEE 
(Comm ittee Stef?) 


POLICY COmmiTTEE 


SECRETARIAT SERVICES 


Senator Matone. He has been here twice. He is a very charming 
gentleman and is trying the best he can, I think. 

Mr. Morean. I told him that we were goi ng to appear before you 
today and he said, “Yes, go ahead and give ‘the m all the help and 

information that you can.” So he is aware of what we are doing 

Senator Matone. I appreciate it. 
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ORGANIZATION OF OFFICE OF DEFENSE MOBILIZATION 


Mr. Morean. Of the 8 or 9 major divisions of ODM, 3 are primarily 
concerned with materials. The Assistant Director for Production 
Requirements and Programs screens the military and civilian require- 
ments, and then establishes an approved requirement. That office is 
headed by Mr. Lawrence. 

Senator Martone. How do you spell that? 

Mr. Morean. I believe L-a-w-r-e-n-c-e. 

Senator Matonr. What is his first name? 

Mr. Morean. William. 

Senator Matone. That does not reach your board proper until 
after he has screened it, or does it go to your board and is then referred 
to you? 

Mr. Morean. Data would normally go to the Office of Defense 
Mobilization and then be referred to him for action. 

Senator Matoner. Automatically, like, for example, a bill intro- 
duced in the Senate would be automatically referred to the proper 
committee ? 

Mr. Moraan. Right, sir. Then paralleling the office dealing with 
requirements is an Assistant Director of the Office of Defense Mobi- 
lization for Materials. That is Mr. E. H. Weaver, who appeared 
before your committee last Friday. 

Senator Matonn. What does he do? 

Mr. Moraan. Mr. Weaver is primarily responsible for exercising 
the responsibilties of the ODM with respect to increasing the supply 
of materials to meet the official requirement. 

Senator Martone. That Mr. Lawrence is the chairman. He deter- 
mines that there ought to be, instead of 25,000 tons of titanium, there 
ought to be, say, 35,000, as recommended by the Department of 
National Defense, then Mr. Lawrence will recommend that to the 
ODM, and ODM, the office 

Mr. Morean. The Assistant Director for Materials, Mr. Weaver. 

Senator Martone. He will reecommend that amount to Mr. Weaver, 
who is what? 

Mr. Morean. He is the Assistant Director for Materials. 

Senator Matonr. Does he not recommend that direct to the full 
committee ? 

Mr. Morcan. May I proceed further, sir? 

Senator Martone. Yes. 

Mr. Morcan. The structure is a little complex. We then have a 
third assistant director, an Assistant Director of ODM for Financial 
Policy, and he is in charge of the overall financial policy as to the 
use of borrowing authority, tax amortization, and the other incentives. 

Senator Matong. Tax amortization. What do you mean by tax 
amortization? He establishes when there shall be a short tax amorti- 
zation period accorded to a certain industry ¢ 

Mr. Morean. That is right, sir. 

Senator Martone. But who is responsible? Mr. Weaver is respon- 
sible in securing the amount of materials that Mr. Lawrence finally 
savs is necessary, each material? 

Mr. Morean. That is right, sir. Mr. Weaver, working with the 
Assistant Director for Financial Policy. 

Senator Martone. Is that Mr. Parnell? 

Mr. Moraan. Mr. Parnell is the executive assistant to Mr. Benjamin 
Young, the Assistant Director. 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 283 


Mr. Parnewu. That is correct. 

Senator Martone. This is getting a little complicated. 

Mr. Morean. I apoligize for its apparent complication, but the 
three groups are all together in the same building, and try to work 
closely together. 

Senator Matone. Would you submit for the committee today if you 
can a structure analysis of the Office of Defense Mobilization, that is 
to say, the office itself, the person’s name, and his duties, and then 
some of his background ! 

Mr. Morean. Fes. sir, I believe we can do that. 


(The information is as follows :) 


Exursit B 


VII-Prod-GAO-1 
NOVEMBER 5, 1953. 


EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 


GENERAL ADMINISTRATIVE ORDER-—VII-1 


Subject : Establishing the position of Assistant Director for Production Require- 
ments and Programs. 

By virtue of the authority vested in me by the Nationai Security Act of 1947, 

s amended, pursuant to and by Reorganization Plan No. 3 of 1953; the Defense 

Production Act of 1950, as amended; and Executive Order 10438 of March 13, 
1953, Executive Order 10461 of June 17, 1953, and Executive Order 10480 of 
August 14, 1953, it is hereby ordered: 

1. There is established in the Office of Defense Mobilization the position of 
Assistant Director for Production Requirements and Programs. For purposes 
of both current and full mobilization, he shall be responsible for: determining 
and evaluating overall requirements for all defense materials and productive 
facilities and end items; the development of policies and procedures for the most 
effective allocation and utilization of available resources; the determination of 
the adequacy of facilities needed to meet defense production, other than 
materials * production ; the development of programs for the expansion of defense 
production other than materials; and offer advice and technical assistance in 
regard to the evaluation of the overall feasibility of all expansion programs and 
evaluate the feasibility of all production programs. 

2. The Assistant Director for Production Requirements and Programs shall: 

a. Develop and evaluate current and full mobilization requirements for all 
defense materials, productive facilities and end items in such form and sub- 
stance as needed for the conduct of current programs and the determination 
of expansion goals. In doing so, he will review military logistics programs, 
will determine appropriate and balanced end item production programs, feasible 
and necessary to carry out military mobilization planning and to supply war- 
supporting industries, friendly foreign countries, and the civilian population. 
In connection with this function he will develop the economic frame of reference 
within which all agencies will work out their proposed mobilization production 
programs, including the setting of assumptions, guidelines, etc., of an economic 
character to be observed by all agencies uniformly. 

b. For purposes of evaluating supply-requirements balances for the most 
effective allocation of resources under current or full-mobilization, obtain data 
on availability of resources (except manpower) within the domestic economy 
ind by import from friendly foreign nations. 

ec. For purposes of identifying areas in which expansion is required (except 
materials) obtain data on availabilities of resources within the domestic economy 
and by import from friendly foreign nations. He will assure that programs are 
developed to maintain the mobilization base; to identify, measure and erase 
critical gaps. 


* The term “‘materials” as used herein is defined in appendix I to this order. 
39888—54—pt. 719 
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d. Develop policies and coordinate the work done by other Government agencies 
in preparing orders and regulations (in the production area) for use in time 
of war. These orders and regulations will cover the distribution of all scarce 
resources (except Manpower) among all users in time of war and will include 
draft orders with respect to the kinds of production which may or which may not 
be undertaken in time of war. 

e, Act as central point for requesting, developing, reviewing and disseminating 
requirements data (except manpower) on the military and atomic energy pro 
grams. 

f. On behalf of the Director, participate in periodic reviews of the military, 
(EC and other national security budget proposals. 

g. Provide technical guidance, assistance and advice to the Assistant Directo: 
for Materials in regard to supply-requirements balances in the materials area 

h. In discharging these responsibilities, he will obtain wide participation of 
Government agencies, industry, agriculture, labor, and the public. 

i. Establish policies and procedures and review their implementation by th« 
agencies charged with maintaining plans, equipment and industries (except for 
materials production facilities), in such condition that they can quickly reach 
their maximum output potentials in time of war. 

83. In order to carry out the foregoing, there is hereby delegated to the As 
sistant Director for Production Requirements and Programs authority neces 
sary to: 

a. Administer on behalf of the Director the priorities and allocations au 
thority under Title I of the Defense Production Act of 1950, as amended. 

b. Approve and certify for implementation by the Assistant Director for 
Financial Policy programs and goals for the expansion of defense production, 
other than materials, which require Government incentives in the form of the 
amortization deduction under section 124A of the Internal Revenue Code. 

ec. Approve and recommend for certification by the Assistant Director for 
Financial Policy to the General Services Administrator the programs for the 
expansion of defense production, other than materials, involving Government 
loans under section 302 of the Defense Production Act of 1950, as amended. 

d. Approve and recommend for certification by the Assistant Director fo: 
Financial Policy to the General Services Administrator the defense expansion 
programs, other than materials, authorizing and directing purchase or com 
mitments to purchase under section 303 of the Defense Production Act of 1950 
as amended. 

e. Approve and recommend for certification by the Assistant Director fo: 
Financial Policy to the General Services Administrator the programs for the 
installation of additional equipment, facilities, processes, or improvements to 
plants, factories, and other industrial facilities owned by private persons to 
the extent required for continued or increased defense production, other than 
materials. 

f. Perform the functions of the Director in making the findings as authorized 
by and subject to the provisions of section 303 (c) of the Defense Production Act 
of 1950, as amended, relating to subsidy payments on domestic production, other 
than materials, and in approving and recommending for certification by the 
Assistant Director for Financial Policy to the General Services Administrator 
the programs for such subsidy payments. 

g. Perform the functions of the Director in regard to obtaining reports and 
making determinations relative to idle Government-owned production equipment 
and machine tools and advise the Director relative to the need for policy changes 
or directives relative to the activities required. 

4. In performing the functions of the Director under title I of the Defense 
Production Act of 1950, as amended, in the exercise of the priorities and alloca 
tions authority, the Assistant Director for Production Requirements and Pro 
grams shall consult with and obtain the advice and recommendation of the 
Assistant Director for Materials. 

5. To the extent that the exercise of any of the foregoing authorities entails 
the use of Government funds or financial incentives, the Assistant Director shall 
also obtain the advice and recommendation of the Assistant Director for Finan 
cial Policy. 

6. The Assistant Director for Production Requirements and Programs shall 
provide to the Assistant Director for Manpower information relative to mobili 
zation requirements and defense production programs necessary to the deter 
mination of manpower requirements and policies. 
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7. The Assistant Director for Production Requirements and Programs shall 
maintain adequate records to reflect the activities outlined above and furnish 
reports as required by the Director. 

8. Through the General Counsel, the Assistant Director for Production Re- 
quirements and Programs shall consult with officials of the Department of 
Justice regarding the application of the antitrust provisions of section 708 (e) 
of the Defense Production Act of 1950, as amended. 

%. This order shall take effect on November 5, 1953. 


ARTHUR 8S. FLEMMING, Director 


VII-Prod-GAO-1 
Appendix I 
NOVEMBER 5, 1953 


EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF DEFENSE MOBILIZATION 
GENERAL ADMINISTRATIVE ORDER VII—1 
Appendix I 


The Assistant Director for Materials will be responsible for all materials. 
minerals, and fibers, except the following, which will be the responsibility of 
the Assistant Director for Production Requirements and Programs: 

a. All iron and steel products other than pig iron and steel ingot 

b. All copper products other than electrolytic and fire refined ingot. 

c. All aluminum products other than ingot and basic shapes. 

d. Petroleum, petroleum products, and natural gases. 

e. Textiles, including synthetics (all fibers, including cordage, are the respon- 
sibility of the Assistant Director for Materials). 

f. Cement. 


William N. Lawrence was born in Durham, N. C., on December 21, 1910 
University of North Carolina, class 1931. Employment: Chief of the Aircraft- 
Army Section of the Military Requirements Division in the War Production 
Board, 1940-45; staff member on military procurement, domestic transportation, 
surplus property declarations and disposal, Office of War Mobilization and Re- 
conversion, 1945-47: staff member responsible for military requirements in 
the Office of Resources and Requirements of the National Security Resources 
Roard, 1948-50; Director, Military-Atomie Energy Division, DPA, 1950-53 
\t the present time, Director of Defense Programs Division and Acting Assistant 
Director of the Production Requirements and Programs Area, Office of Defense 
Mobilization. 


ExuHrsit D 
V-—Mat-GAO-1 
NOVEMBER 5, 1953 


EXEcuTIvE OFFICE OF THE PRESIDENT, OFFICE OF DEFENSE MOBILIZATION 
GENERAL ADMINISTRATIVE ORDER—V—1 


Subject: Establishing the position of Assistant Director for Materials 

By virtue of the authority vested in me by the National Security Act of 1{47, 
as amended; pursuant to and by Reorganization Plan No. 3 of 1953; the Defense 
Production Act of 1950. as amended; and Executive Order 10438 of March 1%, 
1953, Executive Order 10461 of June 17, 1953, and Executive Order 10480 of 
August 14, 1953, it is hereby ordered: 

1. There is established in the Office of Defense Mobilization the position of 
Assistant Director for Materials who shall be responsible for the functions of the 
Director in regard to the determination of the adequacy of materials * required 
to meet defense and stockpile needs and for the development of materials expan- 
sion and procurement programs. He will be responsible for obtaining data rela- 


1The term “materials” as used herein is defined in appendix I to this order. 
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tive to supplies controls and procurement from agencies charged with these r 
sponsibilities and for the determination of the procedures and methods to be 
followed by agencies of the Government to effectuate such programs. He will 
receive requirements data from the Assistant Director for Production Requir¢ 
ments and Programs. 

2. In order to carry out the foregoing, there is hereby delegated to the As 

istant Director for Materials authority necessary to: 

a. Approve and certify for implementation by the Assistant Director for 
Financial Policy programs and goals for the expansion of materials productior 
which require Government incentives in the form of the amortization deduction 
under section 124A of the Internal Revenue Code. 

b. Approve and recommend for certification by the Assistant Director for 
Financial Policy to the General Services Administrator programs for the ex 
pansion of materials production involving Government loans under section 302 
of the Defense Production Act of 1950, as amended. 

ec. Approve and recommend for certification by the Assistant Director fo 
Financial Policy to the General Services Administrator defense materials ex 
pansion programs authorizing and directing purchase or commitments to pur 
chase metals, minerals, and other materials and to the Secretary of Agriculture 
authorizing and directing purchase or commitments to purchase food and plant 
fibers (except abaca), for Government use or resale under section 303 of the 
Defense Production Act of 1950, as amended. 

d. Approve and recommend for certification by the Assistant Director for 
Financial Policy to the General Services Administrator programs for the de 
velopment and mining of critical and strategic minerals and metals under section 
303 of the Defense Production Act of 1950, as amended. 

e. Approve and recommend for certification by the Assistant Director for 
Financial Policy to the Secretary of the Interior programs for the exploration 
of critical and strategic minerals and metals under section 303 of the Defense 
Production Act of 1950, as amended. 

f. Approve and recommend for certification by the Assistant Director for 
Financial Policy to the General Services Administrator programs for the in 
stallation of additional equipment facilities processes or improvements to plants 
factories, and other industrial facilities owned by the United States Government, 
and to install Government-owned equipment in plants, factories, and other in 
dustrial facilities owned by private persons to the extent required for continued 
or increased materials production. 

g¢. Perform the functions of the Director in making the findings as authorized 
by and subject to the provisions of section 303 (c) of the Defense Production 
Act of 1950, as amended, relating to subsidy payments on domestically produced 
materials, and in approving and recommending for certification by the Assistant 
Director for Financial Policy to the General Services Administrator programs 
for such subsidy payments. 

h. Perform the functions of the Director in authorizing the transfer of metals, 
minerals and materials acquired pursuant to the provisions of section 303 of 
the Defense Production Act of 1950, as amended, to the national stockpile. 

i. Designate for certification by the Assistant Director for Financial Policy 
to the Secretary of the Treasury minerals essential to the defense effort of the 
United States which have not been normally produced in appreciable quantities 
in the United States within the meaning and purposes of section 450 of the 
Internal Revenue Code, relating to exemptions from the excess-profits tax. 

j. Perform the functions of the Director under the Strategic and Critical 
Materials Stock Piling Act, as amended (50 U. S. C. 98, et seq.), including the 
determination required by item (2) of section 6 (a) of said act, authorizing the 
Director to determine that certain materials surplus to the needs of the owning 
agency and transferable to the stockpile are not available in appreciable quanti 
ties or cannot economically be converted to warrant such transfer. 

k. Advise the Assistant Director for Production Requirements and Programs 
as to the need for priority directives in the materials area relative to stockpile 

rocurement, 

|. Perform the functions of the Director under section 4 (h) of the Com 
modity Credit Corporation Act, as amended (15 U. S. C. 714b (h)), relating to 
transfers to the stockpile of strategic and critical materials acquired in exchange 
for agricultural commodities. 

m. Perform the functions of the Director under section 204 (e) of the Federal! 
Property and Administrative Services Act of 1949 (40 U. S&S. C. 485 (e)), in 
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letermining whether a material is strategic and critical and hence acceptable in 
lieu of cash as payment under certain contracts. 

n. Establish policies and procedures and review for implementation by the 
igencies charged with maintaining plants, equipment and industries for the 
production of materials in such condition that they can quickly reach their 
maximum output potentials in time of war. 

o. Provide technical guidance, assistance and advice to the Assistant Director 
for Production Requirements and Programs with regard to supply balances in 
the materials area. 

3. In performing the functions of the Director under paragraph (j) above in 
regard to the Strategic and Critical Materials Stock Piling Act, as amended 
50 U. S. C. 98, et seq.), the Assistant Director for Materials shall consult with 
ind obtain the advice and recommendation of the Assistant Director for Pro- 
luction Requirements and Programs. 

4. To the extent that the exercise of any of the above authorities entails the 
ise of Government funds or financial incentives, the Assistant Director shall also 
obtain the advice and recommendation of the Assistant Director for Financial 
Policy. 

5. The Assistant Director for Materials shall provide to the Assistant Director 
for Manpower information relative to defense materials programs necessary for 
the determination of manpower requirements and policy. 

6. The Assistant Director for Materials shall maintain adequate records to 
reflect the activities outlined above and furnish reports as required by the 
Director. 

7. Through the General Counsel, the Assistant Director for Materials shall 
consult with officials of the Department of Justice regarding the application of the 
antitrust provisions of section 708 (e) of the Defense Production Act of 1950, 
is amended. 

8. This order shall take effect on November 5, 1953. 

ARTHUR S. FLEMMING, Director. 


V-Mat-GAO-1 
Appendix I 
NoOvEMBER 5, 1953. 


EXEcUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
GENERAL ADMINISTRATIVE ORDER-Y-1 


Appendix I 


The Assistant Director for Materials will be responsible for all materials, 
minerals, and fibers, except the following, which will be the responsibility of 
the Assistant Director for Production Requirements and Programs: 

All iron and steel products other than pig iron and steel ingot. 

All copper products other than electrolytic and fire-refined ingot. 

All aluminum products other than ingot and basic shapes. 

Petroleum, petroleum products, and natural gases. 

Textiles, including synthetics (all fibers, including cordage, are the re- 
sponsibility of the Assistant Director for Materials). 

Cement. 


Exursit © 


OXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., October 2, 1953 
Arthur S. Flemming, Director of Defense Mobilization, today announced the 
ppointment of Elmer H. Weaver as ODM Assistant Director for Materials. 
Mr. Weaver, who takes over his duties today, will be responsible for deter- 
\ining the quantity of materials required to meet the Nation’s defense and stock- 
pile needs and for the development of materials expansion and procurement 
programs for mobilization. 
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Until his appointment, Mr. Weaver, since 1945, had been manager of purcl 
for the Union Oil Co. of California. He had been with that firm since 
starting as a buyer. 
During World War II he was, for 1 year, a consultant on petroleum ji 
Conservation Division of the War Production Board and in 1951 and 195 
served as a consultant on aviation procurement matters to the Air Materi st 
Command at Wright Field. 
Mr. Weaver is chairman of the national committee on standardization, \ 
tional Association of Purchasing Agents; member of the standards cow 
American Standards Association; procurement advisory committee, Nat 
Industrial Security Association; and the Los Angeles Chamber of Comme 
Mr. Weaver is a native of Philadelphia, Pa., where he was born in 1894, |} 
studied at the University of Southern California, University of Washingt: 
and the University of California. s 
He is married and resides in Glendale, Calif. 





EXHIBIT F A 
IlI—-FiP-GAO-1 
NOVEMBER 5, 195 
EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF DEFENSE MOBILIZATION 
GENERAL ADMINISTRATIVE ORDER—III—1 
Subject: Establishing the position of Assistant Director for Financial Poli 


By virtue of the authority vested in me by the National Security Act of 1947 
as amended, pursuant to and by Reorganization Plan No. 3 of 1953; the Defenss 
Production Act of 1950, as amended; and Executive Order 10438 of March 13 
1953, Executive Order 10461 of June 17, 1953, and Executive Order 10480 of 
August 14, 1953, it is hereby ordered: 

1. There is established in the Office of Defense Mobilization the position 
Assistant Director for Financial Policy who shall: 

a. Review and develop policies, procedures and criteria for the issuanc: 
necessity certificates under section 124A of the Internal Revenue Code; 

b. Review and develop policies, procedures, and criteria for the issuance of 
certificates of essentiality in connection with section 302 of the Defense Produ 
tion Act of 1950, as amended ; 

ec. Review and develop financial policies, procedures, and criteria for th 
installation of Government-owned facilities in Government-owned or private 
plants as authorized under section 303 of the Defense Production Act of 1950, a 
amended ; 

d. Review and develop financial policies, procedures, and criteria for the 
exploration of strategic and critical minerals and metals as authorized under 
section 308 of the Defense Production Act of 1950, as amended ; 

e. Review and develop financial policies, procedures, and criteria concerning 
the use of stockpile funds in collaboration with the Assistant Directors fo! 
Materials and Production Requirements and Programs; 

f. Direct and coordinate the financial! policies of the programs for the expa 
sion of defense production and capacity as authorized by the Defense Production i 
Act of 1950, as amended; 

g. Review, develop, and coordinate financial policies, procedures, and criteria 
in collaboration with the Assistant Directors for Materials and Production 
Requirements and Programs to promote the most effective use of necessity 
certificates, certificates of essentiality, and contractual arrangements under 
section 303 of the Defense Production Act of 1950, as amended, and Public 
Law 520 with a view to security the needed expansion of productive capacity 
or supply at minimum cost to the Treasury in the light of the exigencies of th« 
mobilization program ; 

h. Through the General Counsel, consult with officials of the Department 
of Justice regarding the application of the antitrust provisions of section 708 
(e) of the Defense Production Act of 1950, as amended ; and 

i. Maintain adequate records to reflect the activities outlined above and 
furnish reports as required by the Director. 
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In order to carry out the foregoing, there is hereby delegated to the Assistant 
ector for Financial Policy authority necessary to: 
Approve borrowings from the Treasury of the United States under section 

t (b) of the Defense Production Act of 1950, as amended ; 

b. Perform the functions of the Director as the certifying authority under 
section 124A of the Internal Revenue Code; 

Perform the functions of the Director under sections 301, 302, and 304 of 
le III of the Defense Production Act of 1950, as amended; 

d. Certify expansion programs aproved by the Assistant Director for Materials 

the Assistant Director for Production Requirements and Programs under 

tion 303 of the Defense Production Act of 1950, as amended ; 

e. Perform the functions of the Director of reviewing loan applications in 
egard to which certificates of essentiality have been issued but on which the 
secretary of the Treasury or the Export-Import Bank are unable to obtain 
cceptable loan terms and conditions; and 

f. Perform the functions of the Director as the certifying authority under 
section 450 of the Internal Revenue Code concerning exemptions from excess 
profits taxes on certain materials upon the advice and recommendation of the 
Assistant Director for Materials. 

3. The Assistant Director for Financial Policy may, at his discretion, delegate 
iny of his functions or authority to other officials of his division. 

4. This order shall take effect on November 5, 1953 

ARTHUR 8S. FLEMMING, Director 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., November 30, 1953. 

Arthur S. Flemming, Director of Defense Mobilization, today announced the 
ippointment of Benjamin Franklin Young as ODM Assistant Director for 
Financial Policy. 

Mr. Young will be directly concerned with the Government’s various financial 
policies which govern the use of incentives to achieve mobilization objectives, 
including policies related to tax amortization, loan guarantees, direct defense 
loans and assistance to sources of strategic and critical materials. 

Mr. Young began his business career with the New York Telephone Co. He 
served as vice president and comptroller of that company from 1944 until his 
retirement in 1951. He was also vice president and comptroller of the Empire 
City Subway Co., Ltd. 

During World War I he served as Captain, Statistical Branch, United States 
Army, 1918-19. 

Mr. Young is a native of Sarahsville, Ohio. He was graduated from Ohio 
Wesleyan University with a B. A. degree and received an M. A. degree from 
Columbia University. 

He is married and resides in New York City. 

Senator Matonr. Probably the mines would be shut down before 
you would get through all of those particular offices. Go ahead with 
your statement. 

Mr. Morean. Well, sir, I can assure you that these groups try to 
work very closely together. They are all located in the same building. 
These assistant dire¢tors are working together. It is somewhat like 
a business corporation, where there are purchasing agents, budget 
officers, lawyers, and so forth, each doing their job. 

Senator Matonr. Let me ask you this: What are your incentives to 
produce more minerals and materials? This is not confined to min- 
erals at all. 

Mr. Morean. Should I proceed with this statement and pick them 
up there, sir? 

Senator Matone. Yes; go ahead, but you may name them if you 
can remember them. 
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Mr. Morgan. All right, sir, | can name them I have them | 
here. 


GOVERNMENT AID ON RESEARCH AND DEVELOPMEN'I 


Senator Martone. Then please answer the question. 

Mr. Morean. One incentive the Government offers is financial 
sistance in exploration and development. 

Senator Matonr. That financial assistance is in the nature of loa) 

Mr. Morcan. Not exactly loans, sir. The Government puts 
anywhere from 50 to 75 percent of the cost of an approved es 
mineral exploration project. This program is administered by t] 
Defense Minerals Exploration Administration, headed by Mr. \ 
tendorf, in the Department of the Interior. 

Senator Martone. That is not in your organization is it? 

Mr. Morcan. The Defense Minerals Exploration Administratioi 
one of our delegate agencies. They take orders from ODM and | 
our money and our yay, to carry out the program. 

Senator Martone. Is that in the nature of a loan, a gift, or both’ 

Mr. Morean. The money is somewhat similar to a ‘oan exce pt that 
it works this way: Depending on the material, the Government puts 
up from 50 to 75 percent of the cost of an approved project. 

Senator Martone. A loan ? 

Mr. Morean. May I explain it? 

Senator Matone. Yes. 

Mr. Morean. Let us say the seg acssiar puts up $7,500 and th 
individual puts up $2,500 for an approved $10,000 project. If tl 
miner then goes out and finds no mineral, or if the drilling or t 
surface e xploration shows no mineral at all, all bets are off, and t! 
individual does not have to repay the Government any money. 

Senator Matone. That is written off. 

Mr. Morean. Right. If, on the other hand, at any time normally 
within the next 10 years, mineral is produced from that particulai 
deposit, then on a roy: alty basis the ais idual repays the Government 
its $7,500 interest. 

Senator Martone. What is the range of that royalty, percentage 
wise ? 

Mr. Morcan. I do not know the exact terms of it, sir. Mr. Mitten 
dorf, Administrator of the Defense Minerals Exploration Administra 
tion, could supply that. 


TAX AMORTIZATION BENEFITS 





Senator MaLonr. What other incentives are there ? 
Mr. Moraan. Another incentive is accelerated ¢ax amortization, un- 
der section 124A of the Internal Revenue Act amendments of 1950 

Senator Martone. How many millions of dollars have been used i 
this connection then in the last few years? 


Mr. Morean. With respect to all accelerated tax amortization, the 


Government has granted 18,741 certificates, for facilities estimated to 
cost $29 billion, privately financed. 

Senator Matonr. What do you mean by cost, the amount that it 
costs the Government in taxes? 

Mr. Morcan. No; that is the cost of the facilities. Of this amount 
about 60 percent, or $17.5 billion, is eligible for rapid amortization. 
Now, bringing that down to minerals—— 
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Senator Mavoner. Explain rapid amortization. Just how does it 
iefit the recipients of such a concession, and just how does it work? 
Mr. Morean. Mr. Parnell, of our Office of Financial Policy, will 
lescribe how it works. 
Mr. Parneti. Mr. Chairman, tax amortization is merely an adjust- 
ent of the schedule of depreciation for private capital investment. 
We grant a certificate, issue it to the Collector of Internal Revenue, 
ving a copy to the applicant. That allows him, when he files his 
x return, provided he has made a private capital investment and 
ade a profit to enjoy a little faster depreciation on his capital invest- 


che ; 
‘ ; ent. 
Senator Matonr. Give us an example. 

Mr. PARNELL. Shall I stick to the mining industry ¢ 

| Senator Martone. Yes. 
| Mr. Parnety. If an applicant proposes to invest money to open a 
ne, and he applies to our office for tax amortization and we grant 

he tax amortization, if he has invested, say, $100,000 in the particular 

2 ne and he receives a certificate for 85 percent of his capital invest- 
‘ ment, he may write off 85 percent of his total capial investment in 60 


months or 5 years after he has made it, and that is much faster than 
. straight line depreciation. It accelerates his rate of recovery of 
capital investment. 

Senator Martone. What does straight line depreciation cover in 
years ¢ 

Mr. Parnewi. They range from 15 years up to around 40 years. 
That is in the overall. I am not sure exactly what the depreciation 
rate would be for the mining industry. I would have to look it up 
thy self, 

Senator Martone. Suppose you take that $100,000, and take a hun 
ired percent depreciation or 80 percent. You said 80, did you not? 

Mr. Parne.tu. Yes. 

Senator Martone. Eighty percent depreciation in 5 years. Just 
what advantage would be obtained over the normal depreciation ? 
What would it be? 25 years or 30 years? 

Mr. Parnett. I am not sure what the exact life of the mining 
industry is. I would want to check it. But I would say it is around 
15 or 20 years. 

Senator Martone. Take 20 years. What advantage, actually, in 
taxes does it give him in taxes paid ? 

Mr. Parnety. During the first 5 years he pays less taxes. By that 
I mean he has a higher depreciation with a highe expense. 

Senator Matone. If you normally have to pay it in 20 years, and 
you give him 5 or 80 percent of it, what would it make ? 

Mr. Parnewu. I would have to compute it, sir. 

Senator Martone. Would you do that for the record ? 

Mr. Parnetu. Yes, sir. 

Senator Matone. In general, just give us a rough estimate, a rough 
aden. 

Mr. Parnewt. In general, if he got 5 percent of his total investment 
in the first year on a straight-line basis, under the tax-amortization 
scheme, he would get an 85 percent rate which would push him up in 
the neighborhood of 20 percent as compared to 5 percent, 20 to 25 per- 
cent as compared to 5 percent. 
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Mr. Morcan. Mr. Gumbel has an example, and since he is fron 
delegate agency that actually makes.these mining-tax amortizat 
he is in the best position to describe the advantages of tax amort 
t10n. 

Mr. GumpBe.. Suppose you were going to build a million dollar mil] 
copper mill, or whatever it is. You get an 80 percent of amortizatio, 

Senator Matone. For 5 years. 

Mr. Gumpew. For 5 years. That mean that you could write off 
one-fifth of $800,000 each year. That would be $160,000 which yo 
would deduct from your income before you figured your tax. 

Now, if you did not have this certificate, you see, and assuming 

Senator Martone. You could write off the $160,000 and deduct 
from any taxes ¢ 

Mr. Gumse. No, not from the tax. but from the income subjec 
tax. 

Senator Martone. Deduct it from the income before you figure taxes / 

Mr. Gumset. That is right. So if you are in a 50-percent. bracket, 
what you do is save half of that, which is $80,000. 

Senator Martone. And that may bring you into another bracket, t 

Mr. Gumpew. Yes, if it is a partnership, it may well be in another 
bracket. If it is a corporation, you save dU percent. Now, if you d | 
not have accelerated amortization—what I said is not entirely accurate 
because on the remaining 20 percent you get normal amortization, but 
that just complicates it. Now, let us say that a normal rate of amorti 
zation is on a 20-year basis. ‘Then he would write off $40,000 a year 
instead of $160,000. 

Senator Matone. Deduct that from his earnings before computing 
the tax ¢ 

Mr. Gumpe.. Yes, so if he is a corporation he would only sav. 
$20,000 instead of $80,000, and if he is a partnership or individual, of 
course, as you say, he has $160,000 less taxable income than he would 
have if he did not have the certificate. 

Senator Martone. Now go ahead. That is two ways you help the: 

Mr. Morcan. Those are two incentives. Another incentive is ex 
emption from the Excess Profits Tax Act, in certain specified cases. 

Senator Martone. You have that full authority to exempt them fro 
the excess profits tax ? 

Mr. Moraan. Yes, sir, within the limits provided by Congress in th 
law, which says that only minerals can be certified which have no 
been normally produced in appreciable quantities within the United 
States. Congress in that act, section 450, named many minerals as 
already being entitled to this exemption. Therefore, we did not 
have to concern ourselves with those. 

Senator Martone. Did they include lead, zine and copper ? 

Mr. Morean. I can cite the list, sir. They are largely the strategic 
minerals that come largely from foreign sources. The complete list 
is as follows. This is section 450 of Public Law 909, of the 81st 
Congress. 

Senator Mauone. Does it name the minerals there ? 

Mr. Moraan. Yes, sir, I can read them. 

Senator Mautone. Read them. 

Mr. Morean (reading) : 


The term “strategic mineral” (for the purposes of this section) means anti 
mony, chromite, manganese, nickel, platinum (including the platinum group 
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tals), quicksilver, sheet mica, tantalum, tin, tungsten, vanadium, fluorspar, 
flake graphite, vermiculite, perlite, long fiber asbestos in the form of amosite, 

ysotile or crocidolite, beryl, cobalt, columbite, corundum, diamonds, Kyanite 

f equivalent in grade to Indian kyanite), molybdenum, Thonazite, quartz 

-ystals and uranium, and any other mineral which the certifying agency has 
certified to the Secretary as being essential to the defense effort of the United 
States and as not having been normally produced in appreciable quantities within 
he United States. 

Under this qualification, the Government has certified that rare 
earths and block steatite tale, meet the qualification. 

Senator Mauonr. None of these minerals that we are discussing at 
the moment, like zine or lead or copper, are included in the fiel 

Mr. Morean. The Government would not be able to certify them 
with that additional qualifying phrase in the act of “not having been 
normally produced in appreciable quantities within the United States”. 

Senator Matone. How else would you co it? 

Mr. Morean. They would not be eligible. As I understand it, 
Senator, of the two qu: tying phrases, you could certify lead, zinc, 
etc., as being essenti: al to def fense, but they do not meet the second test. 

Senator Matonr. If you qualified them as necessary for the defense 
effort, you could apply the exemption to them, is that. it? 

Mr. Morean. No, they have to meet both tests. They have to be 
essential to the defense effort and also not normally produced in 
appreciable quantities within the United States. 

Senator Mavone. Uranium is exempt from excess profits tax? 

Mr. Morean. Yes, sir. 

Senator Matone. Is it exempt from excess profits tax without you 
so certifying ? 

Mr. Morean. Yes, sir, because it is named in the law. All of those 
that I read are named in the law. The only two that we have certified 
specifically are the rare earths and block steatite tale. 

Senator Matonr. Does this exemption in the uranium field carry 
through to the mining and the milling and exploration, drilling for 
xploration, and such expenses ? 

Mr. Morean. Sir, I am not a tax expert. I would have to rely on 
a tax expert to interpret the statute. F 

Senator Matone. Do you know, Mr. Gumbel? 

Mr. GuMBEL. No, sir. 

Senator Marone. Do you? 

Mr. Parnett. No, sir, I do not. 

Senator Mavone. I wonder if you would determine the answer to 
that question and give it to us for the benefit of the record ? 

Mr. Morean. Does it carry all through the mining industry ? 

Senator Matone. Yes. 

Mr. Morean. The information requested is included in Exhibit H 
attached. 
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Exuierr 


REVENUE 
» Excess PROFITS 'l'Ax 
fegulations 130) 
PART . LOFT! ; TAXABLE YEARS AFTER JUNE 30, 1950 


fegulations 130 amended ‘eflect allowance of benefits of section 450 of the 


Revenue Code to income from certain minerals in addition to those 


internal Reve 


sted in section 450 (b) (1) 


TREASURY DEPARTMENT, 
MISSIONER OF INTERNAL REVENUE, 
Washington 25, D. ( 


Hlectors of Internal Revenue and f gs Concern x 
gulations 130 (26 C. F.R., pt. 40) are amended as follows: 
raph 1. There is inserted immediately following the words “in sect 
as they appear in the parenthetical clause in the first sentence of 
10.450-1 (a) (26 ¢ FEF. R. 40.450-1 a)) the following and in (e) 
section” so that, as amended, such sentence shall read as follows: 
if a domestic corporation is engaged in mining a strategic mineral (as de 
fined in section 450 (b) and in (e) of this section) within the United States 
the portion of its adjusted excess profits net income attributable to such mining 
s exempt from excess profits tax 
Par. 2. Section 40.450-1 (e) (26 KF. R, 40.450-1 (e)) is redesignated as 
tion 40.450-1 (f), and there is inserted immediately following section 40.450-1 
26 C.F. R. 40.450-1 (d)) the following 
e) In addition to the minerals defined in section 450 (b) as strategic minerals 
the following minerals have been certified, on the date indicated, to the Secretary 
being within such definition: 
1) On May 23, 1951, block steatite tale; 
(2) On November 5, 1951, rare earths (metals of successive atomic numbers 
beginning with lanthenum 57 and extending through lutecium 71 of the periodic 
ible) conforming to national stockpile specification P-35, as revised December 
poo 
his Treasury decision merely sets forth the minerals certified to the Secretary 
of the Treasury by other Government agencies and the dates of such certifica 
tions Accordingly, it is found unnecessary to issue this Treasury decision with 
notice and public procedure thereon under section 4 (a) of the Administrative 
Procedure Act, approved June 11, 1946, or subject to the effective date limitation 
f section 4 (c) of said act. 
This Treasury decision is issued under the authority contained in sections 
ind 3791 (53 Stat. 32, 467; 26 U.S. C. 62, 3791).) 
JoHNn B. DUNLAP, 
Commissioner of Internal Revenue. 
Approved August 4, 1952 
THOMAS J. LYNCH, 
icting Secretary of the Treasury 


Filed with the Division of the Federal Register August 7, 1952; 8:51 a. m.) 


Senator Matonr. Go ahead now with your statement. 
Mr. Morean. Other types of incentives that the Government can 
offer are procurement contracts, loans and guaranteed loans, and 


general floor price contracts—in other words, direct financial as- 


sistance. 

Senator Martone. You have thought about establishing just a gen 
eral principle of fair and reasonable competition, or giving them the 
general advantage of having an importer pay into the United States 
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asur’y the difference between the cost. of producing the article here 
and abroad in the nature of a duty as specified by the Constitution 
of the United States, or, as we have called it, an operating tariff o 
mport fee, have you? 

Mr. MorGan. Senator, the list of incentives that I am reading are 

e provided | »y Congress for the purpose. 

commie MALONE. You... & ongress has that other duty, that is to 
say, it is their duty to regulate foreign trade. But they have trans- 
ferred that duty to the executive, so 1 do not concur in what you say. 
he executive has that authority. 

Mr. Morean. It could very well be, sir, but it is not among those 
hich have been utilized, nor has our delegate agency charged with 
tlie responsibility recommended such use. 

Senator MaALonre. |] agree with your statement. Go ahead. 

Mr. Morgan. Well, under the total- 

Senator Mavonr. Andasa pena, you will have to review the stock- 
pile requirements about once a year, because the production will con- 
[ nue to go down, dome stic icant This is not new. The chair- 
man said that 7 years ago on the Senate floor, and at least then once 
to a dozen times each year in the Congressional Record and he is 
getting ready to make it again next week. 

Mr. Morean. I hope, sir, that the combination of your efforts—— 

Senator Mavone. It is not our efforts. You are talking about the 
committee. Go ahead. 

Mr. Morcan (continuing). The combination of your efforts and 
what the administration can do through its Mineral Policy Committee 
will make a further decline unnecessary. 


Senator MALONE. I think gt at need to do is just not extel d the 
law that transfe rred the respons ility of C ongress to regi ilate foreign 
trade to the executive You see, all you are doing, and all you have 
done for zU yet 1s bp heed’ in oxygen tent over expiring 1 ndustry, 


so it ¢ cade more gracefully. Go skind 


GOVERNMENT AID AVAILABLE FOR 








FURTHER 
Mr. Morean. Other authorities that can be used are the installation 
of Government-owned equipment in government or private facilities. 
Senator Matone. You can buy equipment for the industries ? 
Mr. MorGAN. The Government can buy equipme nt and instal { in 
a private plant or a Government-owned plant, yes, sir. 





Senator Matonr. We are just about ready to take the busines iver, 
I cuess. All we have to do is send out a manager. 
Mr. Morgan. This authority has been only very rarely used. An 


illustration would be improv ing the product ive processes at the Nicaro 
nickel plant in Cuba, which pli int is owned by the Government, or 
the installation of federally owned mac ose tools. 

Senator Martone. At the moment. a ‘ording to vour statement, vou 
could put a zine plant in Utah, could you not ? 

Mr. Morean. I don’t know that we could. 

Mr. Gumpert. We could not actually build a plant, but we could 
furnish the equipment. 

Senator Matonr. And furnish the money? 

Mr. Gumpert. We could buy the equipment and install it in a pri- 
rately owned plant, and presumably 
Senator Martone. You could install it yourself? 
Mr. Gumepe.. Yes, sir. 
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Senator Matonr. Using the Government money. 

Mr. GuMpe.. Using the Government money. 

Senator Matonr. And allow the private outfit to run it? 

Mr. Gumpe.. That is right. 

Senator Martone. You do not at the moment, in your judgn 
have the authority to oper: gu he plant 4 

Mr. Gumper. We do not have the authority to operate the plant 
own the plant. We do have the authority to provide them with 
equipment. 

Senator Martone. That would take a very simple amendment, 

suppose in a matter of form after you got this, you would get t| 

Mr. Gumpe.. I might say, Senator, except that in machine tool 

istrv we have never used that authority 

Senator Matonr. But espe 

Mr. Gumperu, We could. 

Senator Matonr. You are y to take over any time, except 1 
you would have to amend the law so you could send Mr. Morgan out 
to operate his first mine. 

Mr. Morcan. I hope they do not send me, sir. 

Senator Martone. I hope they do not, either, Mr. Morgan, but I « 


see 1f coming. 


Mr. Morcan. The Government cannot vet requisition mining eng 
s to go out there. 

Senator Martone. It would not hurt to have some operators mIx¢ 
up In it, but they ire going out of business. TI he pe you understa! 
that when you read the production eae 

Mr. Morean. We are not unmindful, s 

Senator Martone. You cannot operate a mine paying $15 a day 


against paying 15 cents to a dollar or $2 a day. It is only a matter 
of degree in all of these foreign countries. It just seems axiomatic 
th it if you want private money to go into the business, which seems 
very doubtful from the evidence, you have to have some long-rang 
principle of protection of that capital and the workingman in the 
business. I do not know whether this would make sense to you o1 
, because you have never seen any operation take place, but I hope, 
1f you stay in the business, that you do get an opportun ity to do some 
thing about it, to get a little more experience in the field. 
Mr. Morean. Yes, sir 


PRIORITY USED AS A FORM OF ASSISTANCE 


Another form of assistance is priorities assistance for facilities, 
machinery, and supplies. This is generally unnecessary at the present 
time, though in the period of the controlled materials plan and other 
allocation controls, under this authority mines that were expanding 
were guaranteed the necessary machinery, or copper wire, or bat- 
teries, or whatever was required. 

Senator Matonr. Does that authority extend to foreign mines? 

Mr. Morean. The priorities assistance, I believe, was used for 
foreign as well as domestic mines, if they were ones where the 
production was essential. 

Senator Martone. Well, I think very soon, in the case of any emer- 
gency, and even without an emergency if this situation continues for 
another 6 or 8 months or 12 months, you can take the machinery from 
the private mines in the United States and sent it to the foreign mines 
and save a little money in purchasing it for them. It is really very 
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in the mines that are going out of 





a lot of it here, 









1@SS. 
. Morcan. Certainly, sir, that is not our intent. 

nator Martone. It should be available to you, though, and I would 
to interject at this point, when you reach the point on this idle 
hinery, instead of buying new machinery, that you just transfer 

machinery from the mines in the United States and give the stock 

lers a break on the sale of thi machinery of the mines that are not 









erating. 

Mr. Morean. Yes, sir. The last form of possible Government assist 

e is technical advice and assistance such as rendered by the Bureau 

Mines, the Geological Survey, the Bureau of Standards, and others. 
Various advice, assistance, tests on new processes, and so forth, can 









cviven. 

Senator Martone. You can furnish, then, the mining engi 

it you consider conipnton advice to go out and tell them how to 

stall their mac *hin ery, bot! n he re and abroad, in the mines that you 

e interested in, either through purch: ‘ses of ore or loans or other 

essions that you have enumerated, is that true? 

Mr. Morgan. That is true, sir. 

Mr. Gumpev. Senator, I think what Mr. Morgan had in mind prin 

pally were these contracts that we have entered into and which 

» testified to last Friday, contracts to investigate and develop new 
processes and substitute materials, and that sort of thing. 

Senator Matonr. Or to mine the — rals om you have purchased 

ther here or abroad, you can send a mining engineer for counsel, is 
hat true? 

Mr. Gumpeu. Well, we could, but that has not been what we have 
lone up to the present time. At the present time it has been with 
regard to the developing of processes. 

Senator Martone. But Mr. Morgan has testified that you can fur- 
ish—point 4¢ Did you mention point 4? 

Mr. Morcan. I did not mention point 4, but I mentioned the services 
ot the Geological Survey and Bureau of Mines. I understand that 
the authorities administering point 4 can hire a geologist from the 


neers 



















Geological Survey on a reimbursible basis and send him to some 
foreign country for geological work just as the Government can use 





them in this country. 

Senator Matone. Do you mean they cannot hire a party that is not 
already an employee of the Government ? 

Mr. Moran. Such agencies as the Foreign Operations Administra- 
tion can hire technical people with their own funds. 

Senator Martone. Are you saying here now that you are limited to 
anyone you send out to these properties would already be an e mployee 
of the Government and the USGS or the Bureau of Mines? 

Mr. Morcan. Not necessarily, sir. 

Senator Matonr. You can hire anybody you want to, can you not? 

Mr. Morcan. Yes, sir. 

Senator Matonr. Why did you make it appear that you are only 
hiring from the USGS or Bureau of Mines? 

Mr. Morcan. I did not wish to make it appear that way. What 
I was trying to state is that the technical advice and assistance that 
we referred to here is largely the type of service undertaken by the Bu- 
vreau of Mines and Geological Survey with their own appropriations. 
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Senator Matonr. But you could hire anybody you wanted to! 

Mr. Morcan. We could hire anybody we w: anted to. 

Senator MALONE. They could send you out there to tell then 
to operate the mine, could they not ¢ 

t Morean. That is right. 

Senator Martone. Go ahead. 

Mr. Morcan. That is about the end of our list of major for 
assistance. 

Senator Matonr. Go ahead. 

Mr. Morcan. To secure major expansions of mineral prodnet 
combinations of several of the above types of assistance have beer 
approved. The point I want to make here is that you cannot just 
taken one of them and solve the whole problem with it. 

Senator Maronr. You cannot solve the problem with any ot 
xv allofthem. But go ahead with your statement. 

Mr. Morean. For example, to assure the development of some 
ak mestic copper deposits — 

Senator Martone. What you are doing is aggravating the probk 
You are making it so that no tie ate investor is going into it at 
unless the Government is a partner. That has alre ady probably be 
brought about now. Anyone in his right mind would not go 
one of these minerals, the production of them, without the Gove 
ment being a partner 

Mr. Morean. They certainly come to the Government for assista 

Senator Manone. You are bringing them to Washington just a 
fast as you can, because there Is no policy established undet whicl 1 
man can invest his money with any hope of return, and without which 
there is someone in the Governn ent breathing down his neck, so he 

inks he has a greater chance if he can get the Government to bs 
partner. Nearly everyone is getting a ‘little smarter as he goes along 


They have been broke 2 or 3 times. So now they J 


with the Government before they will invest any of their own money, 
and mostly they just want to invest their time. <A good deal of t , 
people are on the payroll now. You are bringing’ it about 

You are in the operation business now. 


MEANS OF CHANGING ADMINISTRATION POLICY 


Mr. MorGaAN. Well. sir. to chan ve the policy and make it nn 
favorable to what you would have in mind, there are two ways ¢ 
resident’s Cabinet Mineral Policy Committee working on the prol 
lem. The other is le ea aie where, I am sure, sir, that you and th 
others who believe as you do, could probably pass a new law to aie 
the policy. 

Senator Matonr. We would not need to pass a law; just sit there 


tong’ It. (One is admini trative, whe re, as | reported, we » have t 


and not pass any, and then it comes back to Congress, and then we 
are in business again. If we just would not pass an extension of the 
Trade Agreements Act, we will get back in business in the United 
States of America. But if we keep on passing what is sent up here 
from your organization, I presume it goes through it first, if we could 
just keep extending the laws and keep transferring the constitutional 
responsibility of Congress to the executive departments, meaning the 
State Department and in your board, I think very soon you are going 
to find yourselves in the position that the banker found himself at one 
time, and they are now finding themselves in that same position again. 
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heepman went in the middle of winter to ask for more money 
l the bankers to feed the sheep out on the range. ‘| he banker said 


I have given you too much already.” The fellow said, “Was 
; ever in the sheep business?” The Banker said, “No, I never was.” 
(nd the sheepman said, “Well, you are in it now. Groodb ve, 
That is the point to where you are coming You will “ach that 
ny pretty quick. I think then we will probably amu you and 
s like you, to operate the mines. You will have them right in 
Laps. 


Mr. MorGan. lor example, on the use of these d fferent incentives, 
issure the development of some new domestic copper deposits, it 
been necessary to give procurement mtracts, guaranteeing to buy 

portion of the outpul for a pel iod of 6 to 8 years, at a floor 
ce subject to escalation. 

Senator Matone. That is the reason, I suppose, that you send up a 
| here every once in aw hile to extend free trade on copper, SO there 
il be no chance of your getting out of the business 

Mr. More AN. It has also been necessary to authorize accelerated tax 

nortization at about 75 percent of the cost of the facilities, make loans 

f several million di tla and issue pl iorities for necessary construc- 
on materials, machinery, and operating supplies. 

Senator Matonr. What is the largest loan you have ever made to a 

opper company ¢ 

Mr. Gumpen. I think it was $90 million. 

Senator Matonr. What property ¢ 
Mr. GumMsBet. San Manuel. 

Senator Maronr. Is that the property that I read in the paper this 


morning the Canadians have gained control of 4 


Mr. Gumpet. No. 
Senator Matonr. Well, you ought to loan some money toa Canadian 
utfit and that will complete the picture. 

Mr. Morcan. In contrast to specific procurement contracts with in- 

vidual producers which may require protracted and detailed nego- 

‘allaams in which many of the factors are difficult to determine, the 
Cotsen. in some instances, has issued broad general floor price 
cuarantees which permit all operators to go to work at once without 
individual negotiation. For example, in the case of tungsten, where 
in early 1951 it ap pues that the defense program would be severely 
limited by supplies, the Government announced that it would buy, at 
$63 a short ton unit, up to a limit of 3 million short ton units, all 
domestic tungsten that could not be sold elsewhere during the ensuing 
5-year period. 

At the same time the domestic ceiling price was fixed at $65 a short- 
ton unit. Under this guarantee, the domestic miner did not need to 
waste precious time in negotiations covering ore bodies of very un- 
certain tenor, but instead he was permitted to proceed directly with 
mining operations and sales to indus stry. The it program, incidentally, 
was extended last year for an ad litional 2 years by the Congress. 

Senator Matone. That was my bill; it was necessary to keep an 
oxygen’ tent over the business until we can come to our sense in this 
country on a matter of protection of the investor and the worker in 
the tungsten business. It was necessary to do what you have just 
outlined because we are practically out of the tungsten business, or 
Naturally the competition from southern China 


were at that time. 
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and Burma, Mexico, and other places, with the low-cost labor, makes 
it impossible to compete. The tariff concessions had been made by 
State Department. That really was not necessary, because inflatio 
over the period of 20 years had devalued the dollar at least 60 per 
which meant a fixed cent or dollar per unit. The tariff was 
lowered 60 percent. 

The tariff was lowered 60 percent through inflation and then 
how much? How much was the tariff cut in the trade in tungste 

Mr. Houtperrr. About 50 percent. 

Senator Martone. About 50 percent, so it is just impossible for an 
one in the United States to conipete with the foreign nations 
production. 

This almost caused the extinction of the tungsten indust ry. Th 
we passed a special law here, an oxygen tent, until such time as hope 
that we will come to our senses. I don’t know whether we will or n 
Go ahead. 

Mr. Morcan. You were particularly interested, sir, I understa1 
in accelerated tax amortization, so I will make a few comments on tha 
Section 124 (a) of the Revenue Act of 1950, that is Public Law 8] 
of the 81st Congress, authorized accelerated tax amortization of emer 
gency facilities. Under this authority 482 certificates of accelerated 
tax amortization have been granted in the field of mining as of Sey 
tember 30, 1953, having a total value of $1.8 billion. 

On December 3, 1953, the Office of Defense Mobilization issued Dy 
fense Mobilization Order VII-6 (exhibit I attached), dealing wit! 
expansion goals, It was the first action taken as a result of the review 
by the Office of Defense Mobilization of defense expansion goal 
This order was amended on January 29, 1954 (see exhibit J attached 
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OFFICE OF DEFENSE MOBILIZATION 








DEFENSE MOBILIZATION ORDER-VII-6! EXPANSION GOALS 



























By virtue of the authority vested in me by Executive Order 10480 of August 14 
1953, it is hereby ordered : 

1. In view of the amount of expansion which has been undertaken, and on the 
recommendation of the agency to which authority has been delegated for this 
purpose in each instance, it is hereby ordered that no accelerated tax amortiza 
tion certificates under section 124A of the Internal Revenue Code will be issued 
on applications filed after this date for further expansions in the areas of pro 
duction appearing on list I attached. The expansion goals in these areas will 
be reviewed from time to time by the appropriate agencies under the direction 
of the Office of Defense Mobilization in order to determine (1) that certified ex 
pansion is in fact being accomplished and (2) that changes in defense require 
ments are adequately reflected in the goals. If after such review new goals 
are established for any of the areas of production on list I, a public announcement 
to that effect will be made so that all members of the affected industries may 
have equal opportunity to apply for accelerated tax amortization to the extent 
of the additional capacity required and within the limitations of the statute 

2. The need for further expansion in the areas of production appearing on 
list Il attached is currently under active consideration by the Office of Defense 
Mobilization with appropriate agencies and no accelerated tax amortization 
certificates in an area on list II will be issued on applications filed after this 
date until a descision has been reached. Public announcement of each decision 
will be made 
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Since the amount of expansion which has been 
duction appearing on list III attached is not adequate for defense purposes, 
Office of Defense Mobilization will continue to issue accelerated tax amortiza- 
1 certificates for further expansions within such areas of production, up to the 
sunt of the defense requirement 

Chis order shall take effect on December 3 
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LIST I. CLOSED—Continued 
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4) Sodium cyanide Do. 

104 special industrial services Do 
Steel ingot Do 

} Storage batteries, electric Do. 
Strapping, steel Do 

9 | Styrene, Monon neluding methyl styrenes Do. 

l Sulfur GSA 

2¢ rthetic fibe I ellulose Commerce. 

{ Tape Do. 

i Pape Do. 

t Telegraph, domest ystem Do. 
etra | lead Interior. 
ritamium dioxid gment Commerce 
rrichlorethylene Do 
furbin vdrauli Do 
\ I ed fiber 10, 


Do 
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5 Aircrait, 1 itar Do. 
























































s tion ‘ TU du tr Do 
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lectrode Do 
5 rritory Alaska Interior 
7 sers Commerce 
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18 rawler-type tractor industry Do. 
as Dies, ji and fi t Do. 
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+8 Medical supplies and equipment-. Do. 
2 Metal cutting tools Do 
ia Metalworking I nt, miscellaneous Do 
>! Methanol synt Do 
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Amendment 1 


Subiect Expansion roals 





By virtue of the authority 








y vested in me by Executive Order 10480 of August 14 


1953, it is hereby ordered th: I—closed, list I] suspended and list [1I—open 
DMO-VII-—6, dated Decembet 


(18 F. R. 7876), are hereby amended 
read as follows 
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x1 Acetic acid Do 
x158 Acetone Do 
X159A A dipi 1 Do 
A dipon ‘ Do 
Air preheat egen¢ Do 
x2 A niline Do 
x31 A nthraquinone dyes (single-strength basi Do 
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x Argon Do. 
82 | Batteries, ‘AA’ type dry cell Do 
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Butadien Do 
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x Carbon black Do 
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x Carbon tetrac le Do 
f Chemical 1 ifacturing machinery Do 
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77 | Condenser Do 
131 | Continuou ilvanized sheet and strip Do 
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4 Copper wire ! f ties Do 
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r159C | Cyclohexane Do 
x37 | DDT Do 
1128 | Dies, jigs fixt Do 
137 | Electrical connectors Do. 
IHGA Electr ] ( ( ‘ ribbon machine Do. 
166B Electronic glass envelopes (other than ribbon machine Do 
” | Elephant tool anufacturing facilities Do. 
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Footnotes at end of table. 
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yO Ore carriers, Great Lake DTA 
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219 Port facilities DTA 
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34 | Portland cement 
135 | Railroad terminal and road facilities DTA 
x185 Rare earths GSA 





















x163 | Rutile De 
176 | Scientific instruments ( I 
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x3 lires (specific types Do 
215 | Titanium melting facilities GSA 
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78 | Transformers, distribution D 
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74 lurbines, steam Commer 
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217 | Warehouse and storage facilities (refrigerated storage DTA 
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Suspended. 





1 Goal! transferred from list II 
2 New expansion goal. 









This amendment shall take effect on January 3, 1954 





OFFICE OF DEFENSE MOBILIZATION 
ARTHUR S. FLEMMING, Chairman 





Objectives of the review were as follows: (1) To identify those 
production areas in which further defense expansion is required, and 
to turn the spotlight on those areas in the hope that private industry 
will take full advantage of the incentives offered by the Government 
and will assist in closing the gaps in the mobilization base; (2) to 








I 





determine those production areas in which, in view of the amount of 





expansion which has been undertaken, the Government should no 
longer offer incentives for further expansion. As a result of the 
review, 120 of the 237 established expansion goals were closed, and the 
attached order shows which ones were closed, suspended, dnd open. 

This action was taken in view of the amount of expansion that. had 









already taken place. 

I think it is particularly significant to note the following statement 
which was made. 
54 
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Senator Martone. Before you leave that particular subject, a 
is we have the spiritual free trade between nations of lower 
tandard, wages and taxes, it leaves the eXpansion or the size of 
ndustry in this country entirely in the hands of your committ 

Mr. Morean. Partly, sir, but only insofar as they want Govern 
issistance. In other words, if any one wants to go out— 


Senator Martone. You do not need to worry about that. If 


keep your present policy industry will have to have Governm 


assistance continually or there will be no industry. 


So it puts you in direct charge to determine the size, the amount 


production in this country 
with which you deal 
Wouldn't that seem reasonable to vou ? 
Mr. Moraan. To the degree that there is a 
shortage of that materia 


, of each one of the minerals and mate: 





, or present defense shortage of that mate 
our job is meeting the defense shortage, and foreseeing any r 
before they occur. 

Senator Matonr. Mr. Gumbel 


, would that not seem to you a reas 
able conelusion, 


that under these conditions with free competit 
between the low cost labor and lower taxes of foreign nations 


ou 


.« us 


Government agency is in complete charge of determining the size of 

industry in this Nation 
Mr. GumMpBe.. Senator, 

incentive that the Government gives should be given or extended 

everybody and not to 1 or 2 or 3 individuals. 
Senator Martone. But, they can withdraw any 

industry at any time they want to, is that not true? 
Mr. Gumpet. That is true. 


Senator Manone. Then are they not in complete charge of t! 


amount of production of any industry in this country ¢ 
Mr. Gumpe.. That is largely true. 


Senator Martone. Well, largely true? If I am in charge of it, 


am in charge of it. 


Mr. Gumpet. We will put it this way, they have the power to grant 
or aes the inducements which mean life or death to any pa 


ticula r company. 
Senator Matonr. Then how would you conclude, then? 
Are they in control of the thing or are they not ? 
Mr. Gusev. I certainly think they are in control of it. 


Senator Matonr. Would you cone lude the *y might be in control of 


it, Mr. 


Morgan ? 















EFFEC 








OF GOVERN MI lr ASSISTANCE ON INDUSTRY 











Moraan. 





Mr. To the degree that any industry 


ernment for assistance, they invite Government control. 


Senator Martone. Under the principles established by the executive 
department over 22 years, these industries cannot exist without help 


possible future defe: 


ir machinery as they do, wouldn't that spell out to you that t! 
[ am very strongly of the opinion that a: 


assistance to ai 


comes to the Gov 













from the Government and you know it as well as anyone, do you not? 


Mr. Morean. I would imagine—— 


Senator Matone. They could not possibly exist. How could they? 


Tell me one little loophole under which a tungsten industry can exist 


without a guaranteed unit price or a loan or a write-off of his taxes 


or in some way, a concession from your organization. 
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\ir. Morean. Certainly in the case of strategic materials, your 


nt that they require one form or another of Government as 
nce in many cases is very true. I am sure, however, that there 
some exceptional cases where major companies in th s country 


producing without Government assistance. 
Senator Matonr. Who are they? 
Mr. Morean. Mr. Gumbel, would you know offhand? 
Mr. Gumsex. I would hate to try— 
Senator Matonr. Kennecott has a short amortization period on 
‘ir new shaft. They all have it. In other words, you can sit there 
th no mining experience whatever and make recommendations to 
ir department re if taken, can put any miner out of business 
tha United States, or prevent him from coming into business. 
Mr. Morean. Not ‘eanlly, sir, you credit me with too much 
eS 
Senator Martone. I do not think I do. I think you are the mining 
gineer in charge of this thing. 
Mr. Morean. I am not in charge of anything. I am a special as 
stant to Mr. E. H. Weaver, who is the Assistant ODM Director 
n Charge of Materials. 

Senator Martone. Mr. E. H. Weaver was here the other day, and 
e is the one who had either fixed a price or was administering a 
price the same in Algeria where they pay 50 cents a day or $1 a day, 
ro they pay it, for wages, and no taxes that anyone could find, and 

e are now writing off more taxes for any foreign investor, as against 
819 or S15 a day in Idaho. And he thought that made sense. 

Mr. Morcan. I am not aware that he testified to that effect. 

Senator Matone. He did. He testified to that — You can 
look up the record. It will do you good to read it. Go ahead. 

Mr. Morcan. In completing my remarks on accelerated tax 
amortization, I think it is significant to point out that where a goal 
is a hundred percent subscribed from a combination of both foreign 
and domestic sources it has been left open in order to facilitate in 
creased domestic production where necessary. 

Senator Matonre. What has been left open ? 












rAX AMORTIZATION 





PURPOSE OF ACCELERATED 















Mr. Morcan. The goal for accelerated tax amortization. In other 
words, if a good portion of the supply required to meet the goal came 
from abroad, it might be said that statistically the goal was met and 
that the Government should give no more assist: ince. But if a domes 
tic ro wishes to ex xpand the supply, in the face of this situation, 
the Government will consider giving him accelerated tax amortizatio1 
in order to increase the domestic production to maintain our mobili 
zation base. 

Senator Matonr. Are you allowed to give him a guaranteed unit 
price? 

Mr. Morcan. If it is necessary for defense Pree, yes, sir. 

Senator Martone. Well, you have it? You have that authority ? 

I would say to you, Mr. Morgan, another little volume of this 
testimony is going to be very help ful to you 

General Wedemeyer, General Fellers, both highly regarded in the 
strategic defense field, testified before this committee, and Genera] 
Johnson, who is under Mr. Thomas, one of the chief deputies of 
Wi de Seversky, have testified it is very problematical 


Ison, and 
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whether or not we get any supplies from a foreign nation whe 
next war starts, the all-out war. 

I don’t suppose you are aware of any of this testimony, but yor 
be in the proper time, De Seversky 


testified that within hours 
{ e fourth world war starts, all supplie 


s that come from India, Af) 
d all these Asiatic areas will be neutralized, at least. We 
tuake them unavailable to Russia, but Russia could make them 
ailable tous. Are you familiar with any talk of that kind 4 
Mr. Morcan. I have seen the ne Wspaper reports, Senator, 
peaking as an individual I am sure you realize that, having served 
as an officer in the Army for 10 years, my own personal interest 
having an adequate supply of strategie and critical materials to fi 
another war is far more than academic. I have a personal knowledg 
of combat operations and what is required. 
Senator Manone. I think you deserve a lot of credit for that. 
Mr. MorGan. On the other hand. I wish to point out that we. in the 
executive branch, are dependent upon the strategic guidance giver 
by the Joint Chiefs of Staff who are officially set up for that purpose 
Senator Martone. But you can overrule the Joint Chiefs of Staff 
right in your committee, is that true? That is, in the matter of t 
amount of materials. Tell me that, right across the board. 
Mr. Morean. It could be done, ves, sir. 
Senator Matonr. All rig] 
What I ask you is true, is it not? You either are aware of this 
matter or you are not. And if you are not aware of it 
Mr. Morcan. Iam aware, sir, of the published reports of what thes 
gentlemen have testified to Cc et your committee, yes, sir. I haven’ 
een the complete transcript because it has not yet been made availab! 
to us. 
Senator Matone. Our transcript has not been comp ran yet. But 
t will be completed and I hope you take cognizance of it, because yo 


are going to get it in the Western Hemisphere, ean to these me 
if you have a dependable sup ply. 


lor our economy, I hope tl iat we 


it, that is enough. 


can get our feet on the ground 

some kind of a production, some kind of an incentive which we havs 
always had heretofore before the last two decades, so that private 
money will go back into business and we do not have to depend on 40 
or 50 alphabetical agencies that change every other day in designatio1 
and generally in policy for the economy and the national defense of 
this Nation. 


Mr. Moraan. Senator, for the record, I would like to pont out 


that I, as an individual, as distinct from a representative of my agency 
concur personally in many of your views. In the book that J 


wrote 
in 1948, I recommended that we 


concentrate our attention on the re 
sources of the Western Hemisphere in general and the United States 
in particular. In the testimony that I have been presenting to you 
this afternoon, sir, I have tried to reflect as best I can the present 
policies of the existing agencies and not my personal views. 

Senator Martone. I stand corrected. For 30 years I am in a busi 
ness that I know something about. sources of sup ply and how to brin 
them about. For 8 years now, 


near 
I have been sitting here and listening 
to explanations of people in charge of our resources pe at think that we 


are out of resources, because they read the book « * Harry Dexter 
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|) 


e’s memo that we were VOINE To be out of oil 2 years ago, al d out 

of these materials. Of course it would be a joke if it wasn’t a 

ragedy. 

Mr. Morean. I agree with you, sir. If one were to accept with- 
qualification the estimates of petroleum reserves 20 years ago, we 
uld have run out of petroleum about 15 years ago. 

senator Matone. If we would have had the policies that we have 
iy 20 years ago, we would have been out of petroleum. In 1925 


had > million barrels of oll. If we had had Mr. Ickes as Secre 
in the beginning, about 1910, we never would have had any oil 


invthing else. If we continue those poli les, which we show every 
lence of doing, we can still run out. 


gZ; 
Mir. MorGan. | hope that the Cabinet Mineral Policy Committee on 
ch Secretary Wormser is sittinge—who certainly knows the min 
| industry—will come up with a helpful mineral policy. Secretary 
riull phrey who is also sitting In on some of the discus ions certall ly 


ows the mineral industry in this country and he is also an AIME 


mber, like myself, Lam hope ful that that committee will come 

» with a sound mineral policy. 

Senator MALONE. Do you know abou “letcher, now the head of 

AIME? 

Mr. Morcan. Not personally; no, sir. 

senator MALONE. You should eal 1im as a consultant to your 
ommiittee. 

Mr. Morcan. Iam sure that Mr. Wormser will do that. 

Senator MaLtone. Would you mind furnishing a copy of your book 
s an exhibit ? 

Mr. Morcan. I will be glad to, sir. 

Senator Matonr. We will accept it as an exhibit and mark it 
xhibit No. 1. What is the title of the book, again / 

Mr. Moroaan. The title is The Domestic Minn o hh dustry of the 
United States in World War IL. It points out how domestic produce 
tion decreased in World War II, and how the United States was 
forced to rely on imports instead of getting adequate domestic 
production. 

Senator Manone. You might 
now, and I am sure you can, how it 1s made to decrease in pea etime. 

Mr. Moraan. Sir, I am keeping a few notes and hope somed Ly to 
write another book on domestic mining— 

Senator Martone. How old are you, Mr. Morgan ¢ 

Mr. Morgan. Thirty-three years old 

Senator MALONE. My daughter is 33 years old, and I am just two 
generations ahead of you. I have a grandson. You have plenty of 
time and I hope you take advantage of it a d read and listen to 
some of these old, experienced people in the production business, and 
the engineers that are in it. 

[I am not indicating you should listen to me. I listened to more 
experienced men, but Fletcher is a good man to listen to and he can 
point out a lot more. 

Does that complete your statement ? 

Mr. MorGan. Ved. sir. That finished our statement. We will sup 
ply to you, as Mr. Adlerman requested, a list of all the cases of accel- 
erated tax amortization in the field of mining. 


: » 4} ’ 
write another section of the book 
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(This tabulation was subsequently furnished and will be 
part of the committee files. ) 

Senator Matone. Do you want to make a statement ? 

Mr. GuMpet. Yes, sir. I am happy to have an oprerieety 
appear before the committee to speak briefly about accelerated amorti 
zation which is a subject I have studied for a good many years an 
on which I have very strong views. Senator, you have frequent], 
the course of these hearings mentioned the fact that the United Stat 
had to compete with countries whose wage scale and living standards 
was considerably below ours. The only way we can hope to do that 
first by the efficiency of our labor, but more importantly by the tec! 
nical hadeaer of our industry, the machinery that they have available, 
the equipment, and that equipment must be kept up to date. 


hace 















































































































































































































EFFECT 





OF HIGH 





TAXES ON BUSINESS 


One of the most serious problems presented by the very high tax 
rates that the country has been subjected to for many years, is the fact 
that business cannot accumulate the capital that is necessary to pro 
vide a modern up-to-date plant with modern equipment. During 
world wars, or 2 world wars, if I may quote the Senator, we have 

Senator Matonr. Would you not say that that would come unde: 
the —— of a pretty respect: able world war? 

Mr. Gumpe.. Yes, sir. 

Senator Matone. Two hundred thousand boys is quite a few. 

Mr. Gumse.. I think it is our second biggest war. The most. effe 
tive way we have had toe xpand industrial ‘production and bring ou 
industrial equipment up to date has been accelerated tax amortization 
As an example, we have produced a totally new industry, taconit: 
with the production capacity of about 15 million tons, which will ¢ 
into our iron and steel ees 

Senator Matonr. What area are you talking about? 

Mr. Gumpe.. The Soin iron. 

Senator Marone Up around the lakes? 

Mr. GuMBeE.L. Yes, s! 

Senator Matonr. You have given them tax amortization ? 

Mr. Gumpew. That is all they were given, and they have increased 
production to 15 million tons. 

Senator Manone. In other words, we have arrived at a method of 
letting them beat the tax rap that we, ourselves, create. 

Mr. Gumee.. Precisely. We have increased our steel industry to an 

extent, roughly, about 20 percent. 

Senator Marone. Do you suppose if we had not arrived at all these 
gimmick s of taxation, that the *y would not have needed this tax writ« 
off 7 

Mr. GuMpen. Certainly they would. This is a way of 
around the tax laws 

Senator Martone. In other words, we would not 
if we had not been in all of this business we are now in. 

Mr. Gumpex. If we had let investors and corporations retain a 
reasonable amount of their income. This has not 

Senator Martone. Let me interject as they do in any sensible foreign 
country. 

Mr. Gumpet. Some of the foreign countries unfortunately 
high tax rates, too. 

Senator MALone. 


getting 


have needed 





have 


But they 


do not collect it. 
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Mir. Goumpe.. That is true. 


Senator MALONE. 


Mr. GUMBEL. Senator, 


Or if they do, we pay it 
that does not really mean a loss, a gross loss, 
» Treasury because when the plants are ‘built, a lot of people make 


ey building the equipment, supplying the plants, supplying 
And all of those people have to 


pment to the plants to operate. 
taxes on their profits. 


Senator MALONE. 


That is right. In other words, 
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MATERIALS 


the 


we have reached 


point of diminishing returns in our taxes, and we haven’t sense 
ugh to know it, so we invent a method to evade the tax. 
Mr. Gumpet. And by expanding our industry we bring in more 


iXes, 


Senator MALONE. 
t, mind you, and Congress has never 


The idea of only giving this tax-acceleration privilege only 
luring wartime is not in my judgment sound. 


That was the idea of Congress when they passed 


neacetime and use it at all. 


Mr. Gumpex. But I think they should, Senator. 


Senator MaLone. 
lo it anyway. 


said that you should go ahead 


Well, they do not need to, and you are going to 


ad any ‘idea of them reac hing. 


Mr. Gumpev. If 


you do this only 


uring wartime, 


It has been expanding clear beyond what Congress 


Senator, you 


‘ing about a great expansion to a time when labor, materials, and 
apit al are all in short supply. 


Senator MALonre. 


Senator MALonr. 


That is what it was for. 
Mr. Gumpe.. Yes. But if we had had that before the war. 
vould have gotten expansion at 


we 


the time when industries— 
I am going to ask you one question now. 


a 


vou are trying to do is to let these men have e nough advantages of « 


ruaranteed-unit price, like the copper company out in 
Nev., one of the best companies in the whole world. 
because with all of these other 


other way for them to go in there. 
ind it is a method of beating any 


\frica that comes in during the time they 
isn’t that about right? 
Mr. Gumpe.. I am not sure I understood you. 
Senator Marrone. 
They can produce and get it in 


investment, 


tion. 
South Africa. 


L yon ( cman 
I was for that. 


things you have done there was no 
i _— of 25 cents a pound 
copper from South 
are paying back their 


You guaranteed them a 25-cent copper produc 


Mr. Gumpe.. That is right. 


Senator MALone. 


Mr. Gumepeu. Yes, 


good, permanent policy. 


Senator MALonr. 


insteac 


that right? 


1 of letting 
difference in taxes 
take advantage of 
you try to beat it by several othe 


Of course we do not. 
What you have done, with all of these shemales and trips, 
overcome what you have done in thi 
you have $2 labor or 50-cent labor in your chief eo co 
them pay into the United 

that they don’t pay when they 


the market that 


They are cuaranteed, 
their investment and make some money. 


but I am not sure that you or 


free trade. 


half of that from 


least get pact 


think that is a 


t would not be necessary. 
is to try to 
All you do when 
untry, 


Treasury the 


come in and try to 
held up by those wages, then 
, noallhantli with 5 or 6 gimmicks, i 


Mr. Gumpev. That is true, but I am particularly addressing myself 


to the one that I don’t put into the same category as the others. 
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Senator MALone. 





I do not see why it is not. 


Mr. Gumpe.. Unless you are going to cut down the taxes yery MI 
substantially, and I am sure you cannot do it any time in the nea; » 
future, and I mean by substantially 50 percent, people will not hay, ely 
the apital to build new plants. M 

Senator Matonr. All you have to do is let them keep it. 

It should not be paid to the Government and then paid bacl 0 
them 

Mr. Gumsew. This, as 1 understand, is a device where they can ke 

come if they use it. ‘ 

Senator Mantone. That is right. But I want to point out to | 

What we are trying to do now 1s to overcome the mistakes we made N 
e past, but we are not going about it in a straightforward man . 

You see, when you have a short amortization tax method, it me 

those taxes that would normally be paid by business, fall back on 

you, me, and other taxpayers in the United States. When you do that, - 

you have to obtain additional taxes from somewhere to furnish t Y' 


money. When you pay a subsidy, or guarantee a unit price, 25 cents, 
and Copper goes to 20 cents. You have a 5-cent subsidy, just like you 


nave on butter. So you buy butter from Denmark and store ours 
over here and the consumer pays a high price for it. There was a 
attempt to send it to Russia, but I was on the floor that day and | 
just made the remark, “I suppose the reason we are giving it to Russ 
for half price is because we are getting ready to whip them and we 
aon't want to fight a hungry army.” It is just silly. 

Mr. Gumpew. I would like to make one remark. 

Senator Manone. It is too simple. A Government organization 
could never do anything in just a simple way. They would have to 
create about 9 agencies with 7 assistants to each assistant. and with 
offices ample, with plenty of expense, so that they could consider this 
proble ie 

Mr. GumpBevt. No, Senator. I think you and I will get along, and 
t will be very simple, and it will not require one Government em 
ployee other th: an the ones in the tax bureau. 

Senator Matone. You could fire about three-fourths of them, if you 
lid it the other way 

Mr. Gumper. While the Treasury does lose over a period of 5 years 
it makes it up after the fifth year because the taxpayer no longer has 
» deduction, you see, so he has to pay full taxes. 

Senator Mavone. Then he goes on just like any taxpayer? 

Mr. Gumepex. That is right. 

Senator Maronr. But he owns the plant and owns it clear, does 
he not? 
























Mr. Gumpert. He owns it and has no deduction for it 
Senator Martone. He owns it and owns it clear in 5 years instead 











Mr. Gumpev. That is right. 

Senator Martone. All this could be avoided if we just make the 
foreign. nations’ imports come in on a base of fair and reasonable 
competition by a simple duty on their products? 

Mr. Gumpev. Well, Senator, in view of the fact that we are sup- 
porting most of the world today that we can expect to collect very 


much from them in the nature of a duty. 
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% ator M ALON». Why do we, if we want to get into that subject? 






































ery Mr. GumMpe.. I don’t want to get into it. 
ear Senator Manone. I can cite some debates I have had, and they 
ave ielp you. 


Mr. GumBen. If when they purchase—suppose a sterling bloc, when 

want to purchase something from the United States, take their 

to inds at the current rate of exchange on the New York and London 
k exchanges, not what they say the thing is worth, and just take 


p edit on it, and then when you want to buy gold from Seath Africa, 
Canada, or Australia, just turn it back to them in pounds, and at 
‘rate of exchange. Would not that make sense to then 
ule fr. GumMBe. Yes; but that is what you do. 


er, Senator Matone. No; it is not. 
Mr. Gumpe.. I mean economically speaking. 


On Senator Matonr. No: it is not. What we do is give them the 

it, money to buy the stuff and then give them a higher price for theirs. 

| Your contracts show that you make contracts for lead and zine at 

‘ more, sometimes, than you make it with the domestic miners. 

Nu Mr. Gumpet. Well, I think you covered that pretty thoroughly. 

8 Senator Martone. I intend to cover it many times. When we reach 
e Senate floor, I am going to cover it again. 

| Go ahead. 

Mr. Gumpex. Senator, I would also like to point out that acceler- 


ited amortization under the present act is only granted for facilities 
designed to increase production and not for the replacement of ob- 
solete and wornout facilities, and that it is not available for any- 
thing but strategic materials. It is not granted for civilian 
production. 

Finally, it places a heavy burden on the Government by reason 
of the necessity for determining what type of facilities and what 
individual projects are entitled to certificates and the percentage to 
be granted each one. Therefore, I hope that the Congress will give 
favorable consideration to the bill that is to be introduced permitting 
accelerated amortization at the taxpayers’ option rather than at the 
Government’s option. 

Senator Martone. How do you mean at the taxpayers’ option § 

Mr. Gumeev. When the taxpayer builds a new plant or installs 
equipment in his plant—— 

Senator Matone. For strategic materials? 

Mr. Gumpet. No; for anything. I would extend it to anything. 
I think we have to keep on building baby carriages as well as we have 
to build battleships, and I think that—— 

Senator Martone. They tell me that battleships are not going to be 
necessary in the next one, and if we keep taking our women to war 
I agree with you on the baby carriages. 

Mr. Gumepew. But I do think for a sound economy, with broad ex- 
pansion, you cannot limit it strictly to military goods. 

Senator Matonr. Then you would have just any investor in any 
plant take a short amortization period if he wanted it? 

Mr. Gumeev. That is right. 

Senator Martone. I hope you will present us any further data m 
that regard. It would be one way of dodging all of these trick taxes 
and foolish things we have done for the past 20 vears. 
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Mr. Gumee.. If I might, I will submit an interview that appeared 
in the Steel magazine a couple of years ago on that subject. It 
very brief. 

Senator Martone. We will accept this statement in the magazine 
Steel, a weekly of December 1, 1952, on page 54, and it will appear 
in full at this point in the testimony of Mr. Gumbel. We thank yoy 
very much, Mr. Gumbel. 

(The article referred to follows :) 


WiInvdOWs oF WASHINGTON 
(By E. CC. Kreutzberg, Washington editor) 


Amortization Late Industry's Prerogative,” by Irving Gumbel 


A statute to permit a manufacturer to construct, rehabilitate or enlarge his 
plant and equipment and charge the capital cost thereof for taxation purposes 
against his income at a rate to be determined by him at the time he undertakes 
the operation should be the next objective of businessmen. 

That is the advice of one of the leading officials in the defense expansion pr 
gram, Irving Gumbe \ retired investment banker, he is now serving as Ass 
ant Administrator, General Services Administration, and Assistant Admin 
trator, Defense Materials Procurement Agency, although not authorized to speak 
for the Administration, Mr. Gumbel’s personal views are based to a large extent 
on his government experience in promoting industrial expansion. 

Reduced savings: “Theoretically, under our capitalist system,” Mr. Gumbel 
told Steel, “industrial expansion is financed out of earnings and savings by corpo 
rations and individuals. In recent years, as a result of high taxes on income, 
the amount of savings for this purpose has decreased so it is impossible for 
industry to maintain its economic growth from that source. 

“Twice in the past 12 years, we were faced with necessity for large industrial 
expansion. Each time we met the need successfully by allowing fast depreciation 
on a temporary basis. Isn't it time to learn from this experience by adopting 
some fast depreciation program as a permanent policy? 

“Good business: A program is required which will permit industry to con 
tin 3 growth in size and efficiency Moreover, the Government should not set 
limitations on the amount of expansion which industry may undertake, nor should 
it make decisions between the requirements of different industries or different 
companies. 

“The need for permanent fast amortization ties in with the general desire to 
keep business and employment at high levels. Permanent fast writeoffs are 
necessary for all business, but particularly for small firms which now, because 
of high taxes, cannot afford to modernize.” 


Mr. Morean. Thank you, Senator, If there is any additional infor 
mation needed at any time, call upon us. 

Senator Martone. We will now recess subject to call. 

(Whereupon, at 2:20 p. m., the committee was recessed subject to 
call.) 
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